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NATIONAL APPAIRS, POLICY 


Peonomist Dai Vuanachen on Savings, Investment 


04 FOOGKR Beying JINRONG SHIBAO in Chinere 
‘Ou vpi 


Article by Dai Vuanchen (207) 0954 2525) “Speeding 
\p Development and Change Types of Savings”) 
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macro-tevel sirategees 
chasing proes of major agncultural produce of grain 
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cotton and edible on) and faring employees pay and 
other measures and further backs up sirategies and 

some Of a series of Measures to Improve Peoples 
life But dynamically increase in urban and rural income 
and if consumption Made a respective drop of accumu 
lation fate to 28) percent, 284 percent. and 297 
percent from 198! to 198) Since then, the moome of 
urban and rural residents has continued to grow and the 
absolute amount of consumption hae imfeased yet 
deposits have grown faster which kept the accumulation 
rate at M4 percent of more during the ight years between 
1984 and 199! with lithe difference in comparineon with 
the past The on the other hand have gained 
sore real ts income increased COnsUMmption ares 
which in turn promoted high economn growth 


The outcome of the past few yearn practice indicated 
that the real change has been a transmission of govern 
ment accumulation to swxial accumulation Previously 
the only source of funds for construction was from the 
government treasury To carry on construction. indy 
vidual income had to be cut down and w did consump. 
tion People’s belts were tightened fast Such mode of 
government accumulation sarranted a circulation of 
consumption and production only at a low level The 
contradiction between accumulation and consumption 
*as prominent Later reform and opening up increased 
individual income Higher comumption of food and 
necessities has still left a cash eurplus The surplus then 
turns into accumulation through depowt Such sxcval 
accumulation practie makes the accumulation fate 
and the capanson of consumption ects nid of the 
evel circulation between consumption and produc. 
won Therefore. the ratro between accumulation and 


hom development 


During the change of accumulation mode there used to 
be some theoretical debates More discussions were 
specially directed at the change in the goals and function 
of banks. which became the medium for wxial accume 
After studying ( omrade Deng \iaoping + speech 
however. | felt that previous discussions were not suff. 
crent Thow discusions did not go deep enough in 
regard to the pomts that «ec should not worry about 
individual wealth that coonomn consiruction should 
nol mean tightening belts that production should be 
driven by consumption and consumption should be the 
function of income Discussions were far short on these 
aepects as related to banks In fact. 1 6 precisely because 
of the change of accumulation mode that the function of 
banking turns out to be particularly important 


Current Economic Theory Mest Addrew Fight 
Issues 


990 £00674 Bening JINGII C ANKAO B40 18 Chine 
23 Sep Vl pa 


[Article by He Jiawu of People’s ( onstruction Bank of 
China “Eight leeues in Current Economia Theory”) 


i 











; 


aspect of the capitalist society. ¢ from the womb 
of capitaliam It has an inexorable of succession 
to capitaliem Socialiem and capitaliem share many 
things in common in the economic. ideological and 
cultural realms Severing the tres between socialiem and 
capitaliem. negating the study of capitaliem by socialiem 
and socialiam dead against capitaliem do not 


commodity economy and that 
economy China's economy « a planned commadity 
economy 2 13 6s Se a > 
control of the state From the static point of view. «1 
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profound study on reforming the ownership system 
made such stud) and plans on the reform lag far behind 
feality, and cause difficulties im carrying out such 
reform There is no definite pattern for sacialam and 
the public ownership eysiem 8 fol mere a Mate 
ownership system t ader the conditions of sxcialived 
mass production. it « hard for pure privately) owned 
producer goods to exist He also difficult for privately 
owned properties to completely detach themecly es from 
the forces of socialized maw production under \apitaliet 
conditions We should deal with the ewe of ownership 
system with a few approach 


4. le lt Necessary To Advocate Public Che nership 
Without Paception | ader Socialiot bcomem ” 


Even now people still generally) believe that measures to 
enforce the oulpul-related system of contracted respon 
vibilities. develop the ( hinese-foregn pornt ventures and 
cooperative and wholly foreign-funded enterprises 
implement the shareholding system and promote the 
privale economy) are only temporary Eventually they 
will transit to the publn cerned economy, Now i the 
time to clarify thes erroneous thinking dominated by 
traditional concepts We should treat the nature of 
— goods of different ownership on the bavi of the 

ist theory, thal an ownership system 16 the sum total 
of production felavions Determined by the mactocco 
nomic system which occupies a dominant powtion in a 
country, af ownership weiem «© the sam total of the 
people's relation in the course of producing disinbuting 
cachanging and consuming maternal resources The pro 
duction ion which occupies a dominant powtion 
like a strong magnet field All producer goods of different 
ownership will be “magnetized by thee production 
felation In a society where the socialist production 
relation occupies a dominant position forcwen «apital 
and privately owned producet goods can onl) wihord: 
nate themecives to the socialist cconomn syetem They 
are tainted with the nature of the socialist cconom) Hn 
unnecessary to advocate publu oenmership in all 
instances under socialist cconomy We should recognire 
this conclusion which conforms sith the haw theories 
of Mariiem 


5S. Has Rural ( ollective bt conom, ( oflapeed” 


When the orginal form deugned to develop the rural 
collective economy by organizing people 6 communcs 
which must “be large in ize and collective om nature and 
integrating government administration sith communc 
management failed 1 was replaced by the another form 
where individual peasants avume sole neoponebulities 
for production with remuncration hinted to output Ale 
there emerged a tendency of gradually) forming new 
amocistions on a suntan baw The «© an eve of 
reorganizing and developing the rural collective 
economy in a new form It cannot be interpreted as the 
total collapw of the rural collective coonom, Mean 


while. the total output value of the rural collective 
ccoonomy with rural enterprives as the main body already 
accounts for approsimatecl) %° percent of the total 
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fational indusinial output value This shows that in 
general the rural collective economy has been ly 
expanded instead of weakened Suill lees has it 

As for the collective economy in some backward areas. it 
is not well developed in the first place. Some of the 
collective assets originally knocked together no + + 
ext. We cannot say that this reflects 
collapse of the collective economy Naturally all these 
are ieues that we must earnestly tackle However, we 
cannot draw a conclusion that China's rural collective 
has collapsed of become an “empty shell.” Still lew 
should we waver ot negate the contract system of respon. 
sibility linked to production outpul 


6 Can National Fconomy) Be Smoothly Developed” 


In light of the sharp economic changes in the past several 
years. the state has followed a principle of developing the 
hational economy in a sustained sable and coordinated 
way This principle is of great wgnificance in guarding 
inst violent Muctuations in the economn sphere 
ver, during 4 certain period of time. there exists a 
tendency to implement this principle to the extreme. 
believing that economy can be developed forever in a 
sustained. stable and coordinated way that such devel. 
opment will be a smooth curve and that any fluctuation 
means error When economic growth is slightly faster. 
some people regard such growth as a wen of “overheat. 
ing When the speed of economic h drops. they 
again cry oul im alarm “landslide ~ In fact. there 6 fo 
nation in the world that can powibly avoid penodic 
economic fluctuations To maintain a nation’s economic 
development forever in sustained vtable and coord. 
nvted way 1 only a fantasy In conducting cconomn 
studies and carrying out cconomn management natu- 
rally we must pay attention to the weve of maintaining 
balance and improving coordination in developing the 
economy, bul More important 6 the fact thal we must 
foster the concept of maintaining a dynam balance 


]. ap Gpertmem and Consemptien Cone Gusti 


Around | 988. ptt fy 4 7b 
comparatively high price indes in for a ume 
Actually there were compiles coonomx reasons and 
social peychological factors for tha However many 
comrades in the realm of economic theoretical studies 
wumply regarded this sign as inflation summed it up as 
“double inflaton caused by investment and consump- 
tion.” and used as the basis for making the overall 
policy decimon at that time to wmultancously suppress 
investment and consumption Investment im China 
mainly refers to investment in fined avects The main 
source of investment comes from accumulation funds 
To say that double inflation a caused by investment and 
comumption essentially means double inflation of the 
accumulation fund and the consumption fund First this 


theory 1 not _ for 1 it tenable National imoome 
represents a definite quantity in a definite As its 
two component parts. the accumulation and the 
comsumption fund only depend on cach other for their 
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growth and decline Our capernence shows that the policy 
of simultaneously — investment and consump: 
tion merely led to sump on the investment 
Market and the consumer goods market, which lasted as 
ona two years All this indicates that the theory on 

inflation caused by investment and consumption 
is unscientific 


& le There BP xcessive ( onsemption Now’ 


“Excessive consumption is a viewpoint with profound 
influence However comrades who believe that con- 
sumption is excessive now fail to provide a screntific 
foundation for such a concept Mainly they have two 
arguments (1) The growth rate of consumption has 
exceeded that of the national income in most of the years 
following reform Therefore consumption is cacessive 
(2) The percentage of people who own major home 
apphances in China exceeds that of those in Western 
developed countries with the equivalent national 
product on a per-capita bass Therefore. 1 6 a typical 
case of living beyond one's means Although. figures are 
available to substantiate such views, 11 1s oll hard to say 
that thes represents a screntific analyses According to 
general theones in economics Consumption is Opposite 
to production. Thus, as far as 4 nation 6 concerned, 
choewive comsuMption means that the consumption 
level in the whole nation crceeds the level in the produc. 
thon of the maternal and labor products that the nation 
can possibly provide ft will be difficull to rely on these 
indexes alone in deciding that China 6 4 nation 
live bevond thet means Reason number 
is that the fairly high growth rate after the imple- 
China's policy 1 something coes- 
growth of the national income at the 
that the rate of growth in consump- 
than the rate of growth in national income 
in correcting the “leftist” policy on con- 
_ which had neglected efforts to improve peo- 
standards over a protracted penod and paid 
production only while mnonng consump. 
also a specific manifestation of the achieve. 
made by the state in implementing its poli res land 

Third Plenary Seswon of the tith CP« 
Committec to develop its coonomy at a realistic 
its coonoma efficrency and help the people 


Naturally the control of the consumption 
complicated task In some particular 
of consumption funds might have been 
100 rapid From now on we must pay attention 
controlling wih growth As for the specific 
growth of consumption and that of the 
. the proposal pul forward by some 
the two grow synchronous) of allow the 

—88 the national income to remain shightly 
than that of consumption seem to be quite 
feasible Reason number two i that in unscrentific to 
compare the percentage of the sumber of mayor home 
apphances owned by rewdents in China in the 9's with 
the situation in capitalist countries scores of years ago 
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(1) Due to different pricing policies (a low-price policy 
prevailed in China for a long time) and computing 
methods, China's national income has always been 
underestimated It should not be compared with that in 
the Western developed nations (2) Due to the develop- 
ment of science and technology, electric apphances have 
rapidly moved from factories into ordinary families 
Naturally people have more home appliances in the 90's 
as compared with the period with the same level of 
national income dozens of years ago Some comrades 
have regarded a few people's “high consumption” level 
and their extravagance and luaurious tastes as a sign 
which shows that people in China “live beyond their 
means.” This is only a sentimental j t It cannot 
be considered economic analysis a few people's 
lavish spending cannot represent the consumption level 
of the whole country 


Interview With Noted Economist Vang Peixin 


VIC EOOS6A Hong Kong CHING CHI TAO PAO 
/ECONOMIC REPORTER) in Chinese No 39. § Oct 92 
pp 10-12 


[interview with noted economist Yang Peiain by 
CHING CHI TAO PAO reporter Hsiao Tung (4607 
0392), date and place not given “lt Is Necessary To 
Avoid Vacillation Between Autonomy and Centraliza- 
tion of Power™] 


[Text] Early this year Deng Xiaoping made important 
talks during his inspection tour to the south On 22 May. 
he inspected the Capital Iron and Stee! Corporation. and 
affirmed that the road taken by that corporation is 
correct Recently. the State Council issued “Regulations 
on the Change of Operational Mechanism of Industral 
Enterprises Owned by the Whole People” Up to this 
point, the correct way to reform big and medium enter. 
prises—a long perplexing question in China's economic 
restructuring—has become clearer than ever Recently 
this reporter had a special interview with Vang Peiain 
an economics scholar nationally renowned as an advo- 
cate of the “enterprise contract system ~ 


V ital 
2 Se See Semeny See 


[Hsiao] Recently theoretical circles have put forward the 
of buriding a socialist market economic system 
i % your Comment on this” 


[Yang] Deng Xiaoping has said that the planned 
cconomy 1% fot equal to socialiem, nor « the market 
economy tantamount to capitalism | have a deep under. 
standing of this as a result of my studies in recent years 
of the coonomies of Japan and Germany Previously | 
thought the Sovret practice where the State Planning 
Committee set targets for all deparimer’s at lower levels 
concerning production, raw matenals. products. sales. 
costs. wages. and profits was only posible under the 
public ownership system | t that this practice 
manifested ine supenonty of ism. and could ensure 
proportionate development of the vanous sectors of the 
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national economy Afier | arrived in Japan for invest: 
gation and was briefed by the Economic Planning 
Agency, | was given to undersiand that during the early 
post-war when Japan was practicing a controlled 
economy, all targets for production. raw materials. sales. 
wages, and losses for private enterprises were set by the 
Economic Stabilization Headquarters The system was 
even stricter than ours | had a special interview with a 
person who worked as a factory director in the con 
trolled-economy period He said Al that time the factory 
director's main task was to meet the quantity target He 
paid no attention to quality. consumption of raw mate- 
rials, and production costs Waste was serious Neither 
the factory director nor workers were concerned about 
management Everything was done according to plans. 
instructions, and orders The West called this ‘manda. 
tory economy © At that time. because of inflation and the 
scarcity of supply caused by the war, there was fo 
alternative to this mode of economy In Germany. after 
Hitler took office in 1933. he made a four-vear plan 
under the banner of the planned cconomy An Executive 
Bureau was established to formulate mandatory plans 
for enterprises and farmers As can be seen. the highly 
centralized planned economy based on mandatory plan. 
ning was practiced not only in socialist countries but in 
capitalist countries as wel! 


[Hsiao] Why did Japan and Germany break with the 
controlled. ot planned. economy’ 


{Yene) The Federal Republic of Germany and Japan 

with the controlled economy in 1948 and 1950 
respectively They abolished mandator) planning and 
began to practice a market economy 


in the Federal Republic of Germany economists of the 
Fre'burg school. based on a theoretical analysis. con. 
cluded that the mandatory planned economy cannot give 
full play to people's initiative and creativity They pro- 
posed a social market cconomy that «. a market 
economy under the government's macroeconomic regu- 
lation and control As long as the stability of currency is 
maintained, they said, the government should lift the 
control over markets and prices and protect competition 
Accordingly. the old German currency was replaced by 
new Deutschemarks in 1948 to stabilize the monetary 
system This was followed by step-by-step actions to 
decontrol proces Federal German Finance Minister 
Erhard (who later became the chancellor). who was then 
in Charge of this matter, described the situation at that 
time as a “competition-induced prosperity © Since then 
Germany has become an cconomn power developing 
even faster than the United States, Britain, France. and 
Italy This fact shows that the social market cconomy has 
prevented certain shortcomings of capitalism and 
resulted in faster development The Christian Demo- 
cratic Union was the first one to approve of this pro- 
posal At first. the Social Democratic Party was in favor 
of the planned economy But after the social market 
economy had produced successful results. 1 included the 
implementation of the social market cconomy in its 
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In Japan, there was also a debate over whether the 
planned eoonomy of the market economy should be 
implemented Finally, Japan decided to choose the 
market economic mode In 1950, it checked inflation 
dismantied the Econom Stabilization Headquarters 
and abolished the mandatory planning system 


These two defeated countries in World War Il peostigns 
the market economy on their devastated land y first 
stabilized the currency to check inflation Then. they 
adually lifted economic control and price control 
ormed markets, and protected competition, resulting in 
a rather quick development of their economies Now 
their foreign exchange reserves rank the second and 
third, respectively, in the world. next only to Taiwan 


Facts have borne out the superiority of the market 
economy when practiced at ordinary times Now. science 
and technology are progressing without cease There are 
millons upon millions of di | products, and peo- 
ple's needs are changing vastly from time to time Under 
these circumstances. a planning department managed by 
a few people (in some cases. one person takes care of 
several hundred kinds of products) would. of course. be 
unable to get sufficient and timely information for its 
work and would be slow in making policy decisions 

Mistakes would be inevitable. many inventive and cre- 
ative attempts would be obstructed, and development of 
productive forces would be hampered Under the system 
of the market economy. enterprises and farmers can 
work on their own according to market demands. and 11 
is easier to arouse and bring into full play their initiative 
toward production. While there is no alternative to the 
planned economy in wartime and in war-preparation 
years, it 1s imperative to practice the market economy in 
time of peace Deng Xiaoping’s talks exploded the super. 
stition about the planned economy and provided a basis 
for the policy of establishing and developing the market 
economy The proposal of a socialist market economy 
should be viewed as a significant breakthrough in theory 


— 


[Hsiao] Recently the State Council! promulgated the 
“Regulations on the Change of Operational Mechanism 
of Industnal Enterprises Owned by the Whole People © 
What are the significance and effect of these regulations” 


[Yang] | believe the promulgation of these regulations 
will give a powerful impetus to the enterprises structural 
reform and further improve the system of enterprises 
making their own decisions on operations 


Ai the A 1987 national seminar on the theory and 
practice of the contract responsibility system. | put forth 
a proposal to adhere to. develop. and make perfect this 
system based on the suggestions received from some 
enterprises | requested that coordinated reforms be 
made in the systems of planning. investment. finances. 
materials supply. foreign trade. and banking. that enter- 
prises be given more power to decide on their own 


operations. and that action be taken step by step to 
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discontinue mandatory planning In partnular | 
fequesicd thal enterprises be granted autonomy in 
Making investment and developing foreign trade | said 
that the system that the Planning Commission had sole 
investment power and the Monopoly system for fore 
trade should be abolished Now Deng Xiaoping’s talks 
during his inspection tour to the south have prompted 
the State Council's decision to change the operational 
mechaniem of enterprises 


As regards how to reform the enterprise system. when 
Deng Xiaoping was inspecting the Capital Iron and Stee! 
Corporation on 22 May this year, he sand that the 
corporation was taking the mght direction and doing a 
good job in reforming iteell: He pointed out that enter. 
prises should be given true power Vet some people are 
still acting agains! this because giving power to enter: 
prises will adversely affect the interests of thei own 
departments The tas and profit contributed to the state 
by he Capital Iron and Steel Corporation are consider: 
abie Tt ws the contributions made by this and simular 
enterprises that have stabilized our financial situation at 
the central level We can only give these enterprises a 
free hand—that is. give water for rearing fish In no way 
should we tighten contro! over them State-owned enter. 
prises have a heavy burden to “fulfill” the tax and profit 
requirements This has already dampened their intia 
tive. So we should act on the principle of not further 
herteng their development initiative and not affecting 
the income of thei staff members and workers In the 
wake of Deng \iaoping’s inspection of the Capital Iron 
and Stee! Corporation. the State Counci! granted that 
corporation autonomy in making investment. devel- 
oping foreign economic relations and trade. and lending 
and borrowing money It also gave the corporation 
permission to establish a bank This way. the corporation 
will be able to take bolder actions in its operations 


Thorough implementation of the above-mentioned reg: 
ulations requires strenuous efforts The key thing is that 
all departments should further relinquish their orginal 
power In the past. with the planned cconomy. power 
was centralized in the hands of various departments of 
the State Council The Planning Commission had uni 
fied control over personnel. funds. matenals. produc- 
tron. supply. and marketing In the financial field. there 
was unified management of revenucs and capenditures 
in banking. unified management of deposits and loans. 
in foreign trade. unified imports and caports. in com- 
merce and materials supply. unified purchase and sales. 
in the employment of labor unified contracts and 
imcome distribution. in dealing with commodity prices 
unified control and adjustment. Unification means 
centralization Power was thus centralized in the hands 
of the State Council departments. while enterprises were 
deprived of their due nghts As a result. our economic 
returns declined. financial deficits increased. more cur- 
rency had to be issued. and price fluctuations occurred 
from time to time At the Third Plenary Session of the 
iith CPC Central Committee, a decison was made to 
implement the policy of reform and opening to the 














6 ECONOMIC 


outside world This policy requires that power be 
returned to enterprises and farmers A household 

duction contract s was implemented. and efforts 
were made to de village and town enterprises so as 
to arouse the farmers’ initiative As for enterprises. they 
were given more decision-making power An enterprise 
Managerial contract system was pul into effect. and 


as @ way 10 arouse the initiative of various localitres 
Despite these developments. some departments stil! 
want to have bad 4h they previously held So. from 
time to retrieved power enterprises 
thus hy iN a seesaw siluation—thal is. power is 
to lower levels and then called back. you 

to lower levels and | retrieve it, or the 

by the central authorities is retneved by 
the various departments concerned To enterprises. the 
— is always changing unexpectedly Sometimes it 


cloudy, then sunny.” At other times, it 16 “sunny 
“ In some instances, “thunders rumble and 
Sodan ” Some riments have even gone so 
far as to retneve power collect money in the guise of 


reform. In 1984 the replacement of the profit- 
contribution system by the tax system impacted the 
expansion of enterprises’ autonomy and caused a 
downslide of industrial production In 1987 the heavy 
taxation policy and the tas-plus-profit-contribution 
system gave an incessant impact on the contract system. 
resulting in a decline in enterprises’ economic returns In 
view of this, the success or failure of the current action to 
change the economic mechanism of enterprises depends 
on whether the government departments can be 
prompted to truly delegate power to enterprises For this 
, all concerned, including those at the high and 
levels, should exer some preseure on these depan. 
ments 


Central Authorities Should Take the Lead in Reducing 
Personne! and Streamlining Administration 


[Hsiao] The State Council has decided to ure the 
county-level administrative departments to reduc per- 
sonnel and streamline administration Action has by eun 
in all provinces. What is the prospect of this move” 


[Yang] In October 1990 | made a proposal for reducing 
personne! and streamlining administration to change the 
unfavovable situation where nearly 40 million peopic 
were living al government expense and administrative 
departments were oversiaffed. causing increased govern. 
ment deficit. The State Council's decision to reduce 

and streamline administration is correct and 
should be firmly carried out. To do this. the following 
two points should be further clarified 


First, the central authorities should take the lead and set 
an example Reduction in personne! and streamlining of 
administration should be closely linked with the efforts 
to change the government functions and enterprises’ 
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operational mechanium Infringement on the decison 
Making power of enterprises comes essentially from the 
various departments of the State Council) Sometimes 
these departments turn a blind eye on the realities of 
reform and opening-up to maintain the power and 
interests they acquired under the old system To thor. 
oughly change the government functions and enterprises’ 
operational Mechaniwem, i is wmperative to get to the 
bottom in nghting the wrongs In dealing with the State 
Council departments, it is necessary, first of all, to “tear 
down the temples and remove the idols” In the past 
these departments ashes the local authorities to establish 
counterpart departments and the local authorities asked 
enterprises to set up counterpart sections This is why we 
have the problem of overlapping organizations and 
superfluous personne! As for how to reduce the per- 
sonnel of the State C ounci! departments and sireamline 
their administration. Japan's experience can be used for 
reference Japan reorganized its Economic Stabilization 
Headquarters. which controlled everything and issued 
mandatory plans. into an Economn Planning Agency to 
undertake the responsibility for formulating sia-year 
programs These programs point out the prospects and 
map out future development blueprints for enterprises 
but contain no mandatory plans They only serve as a 
reference for enterprises to forecast their future dev clop- 
ment A Ministry of International Trade and Industry 
was established to take charge of industry and com. 
merce. including foreign trade This ministry plays the 
role of guidance. coordination. service, and supervision 
For di t industnes. there are no separate ministries 
but only bureaus We should consider trimming the 
authority of our State Planning Commission so that it 
will function as an information forecast organ and will 
no longer formulate mandatory plans for those at lower 
levels The Economic and Trade Office should be in 
charge of all industries as well as commerce. including 
foreign trade The present industrial ministries should be 
incorporated into the Economic and Trade Office as a 
bureau 


Second. real efforts should be exerted to reduce per. 
sonnel and streamline administration The Central Mil- 
itary Commission has demanded that army building be 
centered on quality improvement This direction 1s cor- 
rect. From 1980 to 1990, the number of party and 
government office cadres increased 70 percent. and the 
wiministrative expense amounted to 125 5 billion yuan, 

‘6 percent of the total expenditure budgeted This 1s 
| ~edveal reason that our financial deficit 1s hard to 
e ate Financial deficit has forced the financial 
dc. iment to “squeeze everything” out of enterprises. 
thus depriving them of self-accumulation and self- 
advancement capacities Because of this. we should 
devote all-out efforts to reducing personne! and stream- 
lining administration Certain government offices 
should be changed into enterprise-type economic enti. 
ties. It 1s imperative to deprive them of administrative 
authority so as to avert the problem that they become 
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fake companies, Making it impossible to fulfill the goal 
of streamlining administration and changing govern: 
ment functions 


Current Enterprise Group Development Analyzed 
VIC hOO47A Beying JINGI) GONGZLO TONGAUN 
/ECONOMIC WORK NEWSLETTER] in Chinese 
No 14, 31 Jul 92 pp 20-21 


[Article by Gu Shishi of Production Department of State 
Structural Reform Commission. “Current State and 
Analysis of Enterprise Group Development in China’) 


[Text] Since reform and opening up, six to seven years 
have passed after the first enterprise group eme on 
the basis of horizontal economic association. After an 
embryonic period, enterprise groups have now entered 
the stage of development, growth and improvement At 
the beginning, China's enterprise groups aroused great 
attention and gained support from all sides. Although 
they were founded not long ago. they developed quite 
rapidly. Last year, the central task in developing eco- 
nomic structural reforms was to do a good job in running 
large- and medium-size state enterprises, and one impor- 
tant measures to run large and medium-size state enter- 
prises well is to organize and develop enterprise groups 
Especially, the State Council decided to conduct tests at 
approximately 100 selected large enterprise groups to 
push them into a new stage of development 


1. Number of —. 4° Groups Continues To Increase, 
Quality Continues To Improve 


According to statistics compiled at the end of 1988. there 
were |.630 enterprise groups approved by the authonties 
at and above the prefectural and city levels. and regis- 
tered by the industnal and commercial depariments 
However, such statistics were compiied at a time when 
en’ .prise groups were not clearly defined) An analysis 
shows that although most of them were enterprise groups 
in name. they were actual loosely knit economic entities 
including some refurbished companies of an administra- 
tive nature. Only slightly over 15 percent preliminarily 
met the requirements of an enterprise group. In other 
words, only 280 could call themselves enterprise groups 
No statistics were compiled during the past two years 
After all, how many enterprise groups are there at 
present after so many years of development” According 
to statistics compiled in 1991. there were a total of 43) 
enterprise groups, an increase of 66 percent over | 988 
Even more important 1s their improvement in quality in 
compiling statistics in 1991, requirements for an enter- 
prise group were clearly defined as follows 


(1) An enterprise group must have a core enterprise with 
comparatively solid economic strength. This core enter- 
prise may be a production or circulation enterprise, or a 
proprietary corporation. (2) An enterprise group must 
have a multi-level organizational structure In addition 
to the core enterprise, there must be a certain number of 
closely knit enterprises (including proprietary subsidiary 
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companies wholly funded by the core company, enter 
prises under long-term contracts or leases, and enter: 
prises under the management of the core company to 
achieve “unification in six areas” through administra 
iON division), semi-closely knit enterprises and loosely 
linked enterprises. (3) The core enterprise and the var- 
ious Member enterprises of the group must meet the 
requirements of a legal person. (4) The core enterprise 
should not concurrently perform any duty as a govern 
ment administrative organization Nor should it be any 
company of an administrative nature. \n addition, 1 was 
also stipulated that a core enterprise must meet the 
minimum standards of a medium-sized enterprise. and 
there should be three or more closely knit enterprises in 
one enterprise group When statistics were compiled in 
1988 on the 280 enterprise groups, there were no strin- 
gent requirements as such. From this, we can understand 
that enterprise groups in China have greatly increased in 
number. A more important fact is that they have also 
improved in terms of quality 


2. Most Enterprise G Are in Economically 
Developed Areas, Fx ing to Other Areas 


China's enterprise groups first started to develop in 
provinces and cities such as Guangdong. Shangha: 
Jiangsu and Shandong. Right now. vanious inland prov 
inces and cities have organized some enterprise groups 
However, judged from the location of their core enter- 
prises, most still are in provinces where the economy 1s 
comparatively developed According to statistics, enter. 
prise groups in Guangdong. Shanghai. Jiangsu and Shan- 
dong account for 47.1 percent of the total number of 
enterprise groups in China. This shows that the develop- 
ment of enterprise groups 1s closely connected with the 
growth of commodity economy Right now. all enter- 
prise groups are trying to break their geographical 
boundaries and to develop closely or semi-closely knit 
member enterprises in other provinces and cities For 
example, the member enterprises of the “Jicfang™ and 
“Dongfeng”’ automobile groups are now located nearly 
all over the country, while the “China Chemicals”. “Five 
Mines”. “China Transportation” and “Saige” groups 
have set up a group of enterprises overseas and extended 
their businesses in other countries 


3. Distribution of Trades Is Uneven. Beginning Io 
Develop Other Lines of Business 


China's enterprise groups first sis..cd in machinery. 
electronics, light and teatile industries Later. they 
expanded into other industries such as metallurgy, 
energy. building material. industrial chemicals. com. 
merce and trade, communications. and tourism How. 
ever, most enterprise groups are doing business in the 
machinery, electronics, light and textile industries 
According to statistics, the enterprise groups in these 
four industries account for 654 percent of the total 
number of groups in the country This indicates that the 
development and market-oriented products of enterprise 
groups and are closely connected with their characteris- 
tics in production and management. However. following 
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the planned development of the commodity economy 
and trying hard to enhance their market compeiitive 
ness, various enterprises have gradually changed their 
pattern of adhering to a single line of business and 
manufacturing a single product to that of developing 
diverse economic undertakings with emphasis placed on 
a single trade. Meantime, the ratio and variety of ‘side. 
line products” are continuously increasing. For example 
the Baryunshan Group in Guangzhou mainly manufac. 
tures pharmaceutical products, but it also produces 
foodstull, industrial chemicals, packing materials, elec: 
tronic appliances, garments, toys, construction, and real 
estate development projects 


4. Enterprise Groups Continuously Improve Their 
Organizational Structure and Develop 


To organize and build an enterprise group, it 1s first 
necessary to have a strong core enterprise—a consortium 
company. In the past, some companies called themselves 
consortium companies, but they were actually a group of 
jointly run companies funded by various member enter- 
prises. They were unable to play their role as core 
enterprises. An enterprise group must have a multi-level 
organizational structure It is a joint organization 
formed by multiple legal persons. It must have a certain 
number of closely knit enterprises. The greater the 
number of closely knit enterprises. the more efficients 
can an enterprise group play its role in readjusting the 
economic structure and optimizing the production mix 
factor. When enterprise groups were first developed 
some of them were unable to play their role well, because 
they had not enough closely knit enterprises, or they 
were just loosely knitted entities. After several years of 
effort, various enterprise groups have gradually 
improved their organizational structure, and have begun 
to grow. For example, the consortium company of the 
former “Sanjiang Group™ was a joint company funded 
by the Izheng Chemical Fiber Industral Company and 
several other enterprises. Now after some structural 
readjustments, it has achieved its goal of relying on a 
mayor enterprise in developing a congic.nerate with the 
Izheng Chemical Fiber Industral Joint Company as the 
core enterprise. By means of merging. contracting and 
shareholding, it has developed a total of four closely knit 
enterprises, and successfully changed itself from a 
loosely knit entity to an enterprise group. Another 
example is that by merging and signing contracts with 
and making compensation to other enterprises on a 
long-term basis, the Jilin Chemical Industrial Company 
has successfully built a number of closely knit enterprises 
and developed itself from a large company to a consor- 
tium. According to statistics, 261 or 60.9 percent of the 
431 enterprise groups in China are ones with three to 10 


closely knit enterprises each, while | 70 or 39.1 percent of 


them are ones with more than |0 closely knit enterprises 
each. 
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5. Strengthen Lies of Assets, Establish Parent. 
Subsidiary Relationship 


An enterprise group is a conglomerate with the parent 
and subsidiary companies as the main body. The core 
enterprise and its member enterprises form an organi 
entity by linking their assets and strengthening their 
production and management links. Particularly it is 
necessary to establish the parent-subsidiary relationship 
between the core enterprise and the closely knit enter- 
prises by linking their assets In developing closely knit 
enterprises, the core enterprise is now atlaching great 
importance to establishing ties in assets by holding 
shares in or merging with its subsidiary enterprises 
Some of them combine the measures of contracting, 
leasing and equity participation, and gradually become 
shareholders or proprietors As a result of strengthening 
lies IN assets, the enterprise group 1s able to play its role 
well, According to statistics, 165 of 38.2 percent of the 
431 enterprise groups establish ties mainly in assets, 117 
or 27.8 percent of them establish their ties mainly by 
achieving “unification in six areas” through administra 
tive division, and 26 of 6.02 percent establish their lies 
mainly by contracting and leasing 


6. Core Enterprise's Economic Strength Continue lo 
Grow 


Tu form a powertul enterprise group, it 1s first necessary 
to have a large core cacerprise with powertul economi 
strength In addition, this core enterprise must continu- 
ous!y grow in the course of forming and building the 
conglomerate Core enterprises have been continuously 
growing in the past several years by combining econom- 
ically strong enterprises. merging strong ones with weak 
ones, and reforming the sharcholding system. According 
to statistics, the core enterprises of 261 of 66.88 percent 
of the 431 enterprise groups in China can be considered 
large. 27 or 6.3 percent of them have core enterprises 
with fixed assets worth | bilhon yuan, 144 or 33.6 
percent have fixed assets between 100 million and | 
billion yuan, and 8&3 or 19.1 percent have fixed assets 
between 50 million and 100 million yuan cach. Seven or 
1.6 percent of the core enterprises report annual sales 
proceeds exceeding §S billion yuan each, 40 of 10.7 
percent range from | to 5 billion, 243 of 55.8 percent 
range from 100 million to | bilhon yuan, and 141 of 31.9 
percent of them under 100 million yuan each. The 
continuous expansion of the core enterprises’s strength 1s 
of great significance in helping the conglomerate 
improve its key function for investments. increase its 
market competitiveness, and strengthen its unity 


7. Enterprise Groups Give Full Play to Their 
Comprehensive Functions by Combining Science, 
Engineering, Trade and Finance 


The reason an enterprise group 1s more competitive than 
a single enterprise is that the former organically com- 
bines science, engineering. trade and finance. and learns 
from each other's strong points to improve its compre- 
hensive functions. The first 1s the integration of science 
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with engineering. For example, the Huaxia Group coop: 
erated with 15 electronics research institutes under the 
Ministry of Machine-building and Electronics Industries 
in setting up 15 branches which have played a significant 
role in helping enterprise groups continuously develop 
new products for the world market. The second is the 
integration of industry with trade. Some enterprise 
groups help production enterprises merge with compa- 
nies doing foreign trade and learn from each other's 
strong points, and others delegate the authority to do 
import and export business to large production enter- 
prises. Some trading companies handle business transac- 
tions in both industry and commerce. The third is the 
integration of finance with industry. A number of enter- 
prise groups run finance companies, which play an active 
role in providing financing within one's own group. They 
also play a positive role in helping enterprise groups 
improve their key functics for investments, and 
strengthening unity. On a selective basis, the Bank of 
Communications encourages some enterprise groups. 
banks and enterprises to buy each other's shares. It also 
provides conglomerates with financial support 


8. Shareholdi 
Development 


System Paves a Broad Path for 
Enterprise Groups 


Al present, to further develop enterprise groups. the key 
issue 18 how to break the barriers between regions. 
departments and ownership systems. The adoption of 
the shareholding system will help handle well the inter- 
ests of all the departments concerned. It is an effective 
way to develop enterprise groups that extend their oper- 
ations beyond the limits of their respective regions 
departments and ownership systems. First, we may use 
the shareholding system to reorganize the core enter- 
prise. We may also use such system to expand the core 
enterprise. Second, we may use the shareholding system 
to develop closely knit or semi-closely knit enterprises 
The adoption of the shareholding system 1s also condu- 
cive to separating government from enterprise functions 
and to changing enterprises’ managerial mechanism. It 
can do a great deal to develop enterprise groups 


From now on, with the planned development of the 
commodity economy, new enterprise groups will con- 
tinue to emerge. In the development of enterprise 
groups, quantity is a less important issue. A more impor- 
tant issue 1s how to improve the existing enterprise 
groups and help them continuously expand themselves 
economically, and increase their competitiveness. By 
making experiments in selected locations, we must learn 
how to further improve our system, mechanism and 
internal management. Meanwhile, we must formulate a 
policy and work out rules and regulations on the basis of 
investigation and study so as to graduaily set up a 
standard for the development of enterprise groups. and 
help them play an even greater role in promoting the 
national economy and become more competitive on the 
international marke, 
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Economist Nino Zhuoji on Expanding Market 
Fconomy 


VIC hOUAAA BRevine JINRONG SHIBAO in Chinese 
— Oct y) p ‘ 


[Article by Miao Zhuo (4682 35904 1015) “Market 
Economy Is the Inevitable Path to Fast Economic Devel- 
opment] 


[Text] The most urgent task facing China today is to 
seize the opportunity. speed up economic development, 
and narrow the gap with developed nations in economy 
and technology To attain the goal, we must firmly 
intensify structural reform and establish a comprehen- 
sive market system and operational regulations 
according to the rules of market economy 


For a long time. some comrades have. in a one-sided 
view, belitved that socialism should practice central 
planning only. not market economy They vew th 
planned economy as cquivalent to socialism, and the 
market economy equivalent to capitalism. They assert 
that market economy “means cancellation of public 
ownership, denial of party leadership and socialism, and 
practice of capitalism" The viewpoint is groundless 


In fact. the planned and market economy are both modes 
of economic operation and means of economic regula- 
tion. Planned economy 1s not equal to socialism, nor 1s 
market economy equa! to capitalism. The socialist prac- 
tice in China indicates that market economy 1s favorable 
to the development of production forces 


Prior to the Third Plenary Session of the | 1th Party 
Congress. emphasis in our economy was placed on 
unified planned economy. mandatory plans, and adjust- 
me | of plans in economic operation, whereas market 
economy and market regulation were rejected and 
denied. At that time, production, distribution, exchange, 
consumption, and other links were operating under a 
planned arrangement. Enterprises lacked authority over 
production and management. and 'xcked vigor and 
vitality. The complex pre ‘uction activities and supply- 
demand relations were at the mercy of mandatory plans 
subjectively formulated by only a few people. Revenue 
profits and losses were centrally controlled. Distribution 
was characterized by cqualitarinism and the big pot 
resulting in crippled initiatives in enterprises and the 
masses. Such a unified central planning system seriously 
hampered the socialist production force. and ‘ed to 
dramatic economic fluctuations. Decision errors of a few 
people often led to disastrous outcomes The so-called 
“Great Leap Forward” campaign during 1958-1961 was 
a typical example Historical lessons were profound. 
which made us realize that we can no longer pursue the 
route of a planned economy 


The process of reform and opening up in China is 
essentially one of constant diminishing function of 


planned economy and expansion of marke economy 
The gradual decrease in mandatory plans, increase in the 
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scope of Marky: price commodities, expansion of enter- 
prise aulonomy, the formation and development of 
market system, including the consumer narket, means 
of production market, labor markets, real estate markets 
technology markets, and stock markets, and the gradual 
Strengthening of the (unction of market adjustment, all 
indicates that our economy has turned from the route of 
planned economy to the orbit of market economy. Such 
conditions have greatly enhanced the developmen. of 
social product. o force. Since reform and opening up, 
the nation’s an wal average economic erowth, residents’ 
real standard of livng, surplus cash deposits in urban 
and rural areas, anu imports/exports have been going up 
a great deal faster than the pre’ ious years 


Since there are differences in the level of reform and 
opening up between regions 1 China, market function 
and market scope differ from region to region. Generally 
speaking, coastal areas, especially economic special 
zones and open cities have a larger scope of market 
economy and stronger market function, therefore. the 
rate of economic development is fast. In contrast. 
regions where reform and opening up are slow. the rate 
of economic growth is slow. The so-called “ Northeastern 
phenomenon” during the period of improvement and 
rectification, which referred to the region's low eco- 
nomic growth rate and poor economic effeciency. was 
mainly due to its stronger planned economy and weaker 
market economy in comparison with coastal open cities 


The funciion of market adjustment also differs between 
different types of enterprises. In state-owned enterprises. 
mandatory plans and plan regulations still exist to a large 
extent in their production and operation, whereas in 
independent, private enterprises and joint or foreign 
ventures market adjustment is the primary mode 
Because these enterprises operate according to the needs 
of market economy and respond well to the market, their 
growth rate is a lot higher than that of state-owned 
enterprises. This also shows that market economy suits 
better the development of production forces 


The scope and function of market adjustment van 
across different production departments and products as 
well. As a result, since reform and opening up. the extem 
to which they grow and meet market need differ too [he 
output of farm products that deregulated prices firs’ such 
as aquatic products, fruit and vegetables has increased a 
greai deal to satisfy market demand price 


Practice indicates that regions, enterprises and products 
that adhere to planned economy and mandatory plans 
are gravely hampered in their production and are inef- 
fective, while those geared by relatively stronger market 
function and wider scope of market economy show a 
faster growth in their development. It thus proves that 
the implementation of market economy 1s a realistic 
choice, and a requirement for developing social produc- 
tion forces 


Today's economy shows a salient tendency toward inter- 
nationalization. No nation can confine itself to its own 
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and ride outside the route of world economy. They 
cannot cul themseives off from the outside world and 
refuse to take part in international economic activities 
ard competition, They cannot stick to the old rules, work 
on their own, and reject international practice Since 
reform and opening up, the growth rate or our country 
international trade has exceeded that of economy The 
proportion of total trade volume in total production has 
increase from nine percent in 1979 to the current WO 
percent. To actively make use of both international and 
domestic markets, of the two resources, and of the two 
kinds of capital, we must vigorously take in internationa’ 
economic activities and competition We, therefore 
have to follow international practice. making our eco 
nomic structure compatible with it 


Economic international practice is based on a market 
economy. In other words, it is formulated according to 
the requirements of market econony ( onse quently, we 
must set up a market economy to take part in interna 
tional economic a vivities and competition 


Some anti-market economy comrades think that a 
market economy is bound to lead to a situation of 
anarchism. They belbeve that if we carry out reform 
following the principles and practices of market 
economy, it will “cause enterprise operations to bh 
divorced from the interests of the social totality. and 
dominated by the spontaneous force of the market” Thy 
argument is not tenable It 1s truce that a market economy 
has the element of spontaneity Without administration 
and regulation, it may result in a condition of nongos 
ernance. This 1s, however, only one side of the stor 
Viewed from a different angle. since market econom) 
exists and operates within a certain social environment 
it 18 definitely subject to administration and policy 
constraints. The nonadmuinistration and nonpolicy con 
straining “pure market economy” has never existed I 
does Not exist in socialist societies, nor does it exist in 
capitalist societies, not im contemporary capitalism or 
even in the phase of free-competition capitalism 
Whether in capitalist or socialist societies. market 
economy 1s always administered by government. con 
strained by policies and adjusted by the macroeconomy 
with no absolute freedom 


Practice has proven that the traditional planned eco 
nomic structure has seriously hindered the devclopment 
of production forces, and market economy promoted it 
It 1s therefore the inevitable route to speeding up China's 
socialist economic development through cxpanding 
market cconomy scope, making use of market adjust 
ment, and diverting the nation’s economic structure of 
central planning to market cconomys 


Commentary on Market Economy l nder 
Socialism 

YIC EOO6SB Bevyine JINGIT RIBAO in Chines 
19 Sep 92 pi] 


(Commentary: “Create a Successful Market Economy} 











[Test] Beonomic construction, reform, and the open 
policy have entered a critical phase. as symbolized by the 
speech made by Comrade Deng Niaoping when he 
toured the south pty > 
economy 10 4 sociale 
Market economy ooo complicated task We must 
if we are to further reform and 
y Our hopes for making the people 
ify strong also hinge on it. If we do not 

. we will fall behind in global competition 


China's socialist modernization must take the road of a 
market coonomy This is the only conclusion we can 
draw after a dozen years of exploratory reform From the 
the planned economy and supple: 
regulation” pul forward by the 
12th National Party Congress [NPC] to the new concept 
eS ee Se ee — 
the 12th CPC Central Com- 

| forward at the | Wh NPC 
ty economy is one 
are intrinsically linked to 
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has continued to 
normal for us to 
liberate thinking after reviewing the capenences 
a doren years, take China's reality as our 
that the socialist com. 
other than the market 
establishment of a socialist 
economic restructuring in 
seve a breakthrough that is 
fundamental in nature and has decisive importance and 


J 


au 
e352! 
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On the other hand, there is the long-held notion that a 
planned cconomy amounts to socialiem and that a 
market economy amounts to capitalium Mention 
market economy and people try to figure out whether 
something «6 “surnamed” socialiem or capitalum The 
fact « that back in 1979 Comrade Deng Xiaoping 
already answered the question —( an we pul together a 
marke! economy under socialism’ —in fo uncertain 
terms In a conversation with an Amencan scholar he 
said it was absolutely incorrect to suggest that the market 
economy 1s limited to a capitalist society and can only be 
& capitalist market coonomy Why can't there be a 


to this question does not essentially distinguish socialism 
from capitalism A planned economy 1s not equivalent to 
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chatacteristics of the prevailing social system Those 
who equate the Market cconamy with capilalam of 
sugges! that they are Mutually caclusive are on slippery 
ground theoretially 


To put together a Marke! economy Means basing eco: 
hom operations on the Market and making the market 
the basi method of resource allocation But this does 
not Mean that we categorically reject planning and 
abandon mactoeconomn regulation and cont No 
country i the world today has a totally free market 
economy with absolutely) fo Mactoeconomn 

ment Even developed nations practice planned : 
ton and control Tt i just that such regulation and 
control is based on the law of value and has become part 
and parce! of the market economy. instead of being 
imposed from outede In the market economy under 
socialist public ownership we are entirely capable of 
doing an even more effective job in planned regulation 
and control and Macroeconomn management 


Putting together a market economy 1s 4 few topic to us 
whereas Western nations have been dog it for centuries 
and have found a way of proven effectiveness To avoid 
detours. we should copy it boldly The eapernences of the 
West in the developmen! of a market coonomy were 
acquired and improved upon continuously through 
exploration and capcermentation over a long penod of 
time mised with lessons and capenences borrowed from 
socialist nations that practice econome planning Their 
eaperiences are mankinds common wealth Practice 
proves that other than such capenences nothing cise on 
this planet can be our guide We must go all out to 
emulate diligently the advanced scrence and technology 
of advanced nations as well as their methods of man- 
aging and regulating the economy Learn everything in 
their social and economic systems that help the develop. 
ment of social productive forces While countries differ 
in political and social conditions, we must not nore the 
economn achievements of former planned cconomies 
which have switched to a market economy. useful lessons 
can be learned from their transition too 


We now call for the establishment of a market cconomy 
because we have liberated our thinking But the estab- 
lishment of a market economy awarts the further libera- 
tron of thought Ideological changes are a prerequisite for 
astitutional changes For a long time we have been 
saddied with the baggage of feudaliwm and a planned 
cconomy In addition, we are quite confused as to what 
is socialiem Thus there 1s considerable ideological resis- 
tance to the push for a market coonomy. It was caser to 
bring about the transition from a sem:-feudal society to 
a highly centralized planned cconomy Much more dif- 
ficult will be the switch to a market coonomy. Not only 
are Our ideas out of step. bul s are our work methods 
and efficiency When it comes to liberating our thought, 
therefore. the most basic thing 1s to liberate ourselves 
from the concept. methods of thinking. and methods of 
work of the planned economy formed in the course of 
many vears Without the kind of liberation. will be 
very hard io change the economic system 
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Today the great task of a socialist market 
— vI ws use the wieder 
and eaperience of tens of millions of people to make the 
task a resounding success 


— Neaniag on Transforming Enterprise 
VIC EOOI7A en ee SHU 


rr ORLD] in Chinese No 4, 24 Jul 92 
ia : 


[Article by Vanning (1728 1790 1337), deputy 
Scar of the Ram Coens newly created (Spring 


and Improving Enterprise Management Mechaniem | 
[Text] The core of enterprise reform is to transform the 





JPRS AMO) Ome 
18 November 199) 


line with thew local and organisational chatacterietins 
This has fot only greatly invigorated a great number of 
large: and medium-sred enterprives bul aleo has trans 
formed theit Managemen! mec haniwm to varus degrees 
and created conditions that matched other reforms as 
well, Now, afler turning if (anes and profits to the state 
and disifibution within the enterprises the contracted 
enterprises have by and large three cincumetances The 
first is that capital growth outweighs enterpriee det and 
hew wealth has been created for the country The second 
is that capital growth and debts are roughly mentnal 
that 1s. fo A « wealth has been created The third 1 that 
debits of on see crceed their capiial growth some 
enterprises su losses OF Potential lowes, and a few 
enterprises even find themecives stuck in a situation in 
which their assets fall short of paying then debis There 
fore in production contracts empha must be placed 
on chamining cconomu efficrenc) and lieting in the 
contracts capital growth and the amount of dette that 
must be sirctly cxhamined (inl) by wo dome can we 
evaluate comprehensively) enterprise management the 
degree of their contributions and truly better combine 
the improvement of contract systems and the transfor 
mation of enterprise management mechaninm The 
shareholding system is an effective form of raring con- 
struction funds and super ising enterpriee management 
It presents an even more strict requirement for the 
internal management of enterprises partwularly the 
management of avects defies costs and distribution 
Pilot programs in Shangha: and Shenzhen have proven 
that the shareholding system can even more surely 
realize the divorce between administrative and manage. 
nal bilities. the appropriate separation of one 
power the other safeguard state ownership and 
implement the management autonomy) of enterprises 
Therefore. the shareholding system «il! play an impor 
tant role in pushing forward our transformation and 
improvement of the enterprise Management mec haniwm 


The transformation of enterprise ma nt mecha. 
nim must safeguard siaie ownership That i. as the 
owner the state has the power of supersimon and man 
agement. Al the same time. the sate must avon! inter 
ference in the normal management activities of enter: 
prises in the name of the owner 


Enterprise property refers to the property which the state 
grants enterprises for management It also includes the 
state's various forms of investment in enterprises and the 
assets created by the investment The state has the night 
© supervise and cxamine the value protection and 
growth of enterprise avects and to monitor management 
losses and benefits. and to manage and supersie the 
disinbution of enterprise profits mayor investment 
activities. and the appointment and diwmissal of key 


enterprises leaders 


The transformation and improvement of the manage. 
ment mechanism of enterprises require thal the manage. 
ment autonomy of enterprises be practically carned out 
The management autonomy of enterprises 1s the ability 




















les i the fact that the ym py on 
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sary interference in the managerial activities of 
enterprises. and truly push enterprises to the market 


⸗ 


most important things in the management 
autonomy of enterprises are the power for personne! and 
salanes and bonuses power 
setting. power for investment policy 
management Once 

powers” are implemented the transforma. 
of Management mech 


enterprise 
LF yy heyy At the same time 
to a certain amount of reserve 
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enterprise has weed up ite reserve funds. this i a signal 
that the enterprise is further worsening This shows that 
the directot and the stall are fol 18 a Position to perform 
thet cconetin feeponetilities and Measures Must be 
taken to annes the enterprise Enterprises must be super 
vised if ithe to prevent and reduce enterpriees from 
ectting into situations where thew aseets fall short of 
paying the debis Third those few enterprises hove 
assets fall short of paying ther dette must be treated as 
hahhrupt ae soon as Ppowhle according to regulatvons 

verning bankrupt) In the matter resolution Must not 

delayed very lone. oF even e@reater loeees @ill be 
im urted 


Af important link in the transformation of enterpriee 
Management Mechanam « the reform of peronnel 
labor and divinibution weteme A number of enterpriecs 
have made some breakthroughs after many year of 
practice bul fo great changes have taken place im most 
enterprives Determination must be made to over ome 
difficulties Sep by step cadres can move up of down 
siafl can come or go. and thew imoome can be high oF 
low = Within enterprises there ell be two-way chonwes 
while there 1s optimum composition to promote the flow 
of a certain number of the talented personne! enterpriers 
can mamtain the stability of viafl and a relatively strong 
coheuve force. maintain good discipline for labor and 
production order bring into full play the staffs enthy 
iam and onginality and maintain relatively high labor 
Productivity and work efficvency 


The transformation and improvement of enterprier 
management mechaniem also requires that the internal 

system be strengthened After the transfor. 
mation of the enterprise management mechaniam if we 
are fot good a! internal Managerial practices wrong 
decowoms are made. and the stalls enthawawn and 
onginality cannot be brought into full play we still can 
fall into dire ttraits Therefore mechaninm transforma. 
thon must be combined eith good management At 
present in mechani transformation special emphaws 
must be placed on internal managerial wort 


The transformation of enterpriwe management mecha. 
fre still requires that the management of avects dette 
and stock eithin enterpriees be geared toward greater 
ratronality sinctness and effectiveness Management 
iteelf contaim the self-binding ability on the pan of 
enterprises At present financial affairs of some «suet: 
priees are in confusion. costs have gone out of control 
tases that should be apportioned are not apporhoned 
lowes ate fot reported and what appears as profits are 
actually deficits Therem hes the crucial reason for low 
economn efficrency These phenomena manifest that 
enterprises must sirengthen then management to trans 
form and improve management mechaniem 


Strengthening the internal managerial systems of enter. 
prises still requires that the government supersiee enter. 
prises according to laws (including the sirengthening of 
auditing functions and regular cramination of financial 
affairs) and that enterpriees regularly) publicize then 
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Managerial results Only by so doing can we further push 
forward the internal managerial work of enterprises and 
promote the transformation and improvement of enter 


based on recognizing 
push forward. and reach our in 
accordance with local actual conditions and different 


types of enterprises 


Statistics on National Economy for August 199? 
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Momentum in A . according to data supplied by the 
Shase Statiation! Gerene 
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18 Nevewber 199) 
tillion, a gain of |?) percent over the same pened im 
1991, while imports climbed 21.9 perent to $459 


Eeonomn results improved Heiween January and July 
the eoonomn reeulis composite indes for the nation's 
indusinal enterprises at the township level and above 
which practice independent accounting stood at 6 2) 
percent. up 06) percentage point over the preceds 
464 percen Ponts over the same 

tate continued to go up For 
the month of August the industrial product sales rate was 
up 0.5) percen point over the pre: 
ceding month The light indusinal product sales rate was 
97.05 percent overtaking ite heavy) industrial counter. 
eS Se oe hich was 96 S percent Between 
anuary and August state indusinal enterprises within 
the budget realized 10° |} bilhon yuan mm profile and 
tances, up 189 ent overt the same period lav year 
(including 2!) billion yuan in realived profile an increase 
of 28.2 percent) As of late A the oumber of 
Money towing enterprises eas off 48 percent compared 
to the same time 4 year ago and down 0) percentage 
point from the preceding month 


Lio Jiang Stresses Lateral Fconomic ( operation 
940 FO06K4 Rene ING BIBRA in Chine 
29 Sep 82 pl 


1 Mate Planning ( ommieson 
c Liw Jiang Emphawres the Need for 

Lateral Economa ( ooperation To Build a 
New Market System | 


[Text] Lateral economa cooperation can prevent redun. 


system Deputy chairman of the Sate Planning ( ommn 
won Liv Jiang made the above «ited overall aveeument 
of lateral economn cooperation on 2) September at the 


cooperation facilitated the ratronal of facton of 
Production and the ratronalization of regronal divimon 
of labor, speeded up the circulation of goods and the 
growth of the market wetem. and improved the effi. 
cen, 


an important cipediting tole in the development of 
productive forces and in achics ing cconoma Prosper) 


INCES BUTOROMOUS regroMs and Munn ipalities were COM 
pleted. and increased profit (anes by over 1) 9 bulhon 
yuan On the baws of the further development achieved 
during 1990. 1991 saw an increase of |) percent m the 











number of « ion Prajyects and an increase of 24 
percent in | lanes remitted 


In recent years. cooperation has pushed enterprises to 
large-scale developments Nearly 40.000 cooperative 
en of various levels and scales have been 

Of these. |.600 are economeally compet: 
tive enterprise groups which have raned wemey Al 
the same lithe. cooperative ofganizations and 
economn net with vatious characteristics have 
been developing of 4 large scale. in a Manner involving 
More eatensive cooperation and in a comprehensive 
way This development capedited the optimal allocation 
of resources and the dev clopment of rep onal economies 
to the owtede 


many good 


economic virvctural 
of the ‘ 


According to Liv Jiang. follow 
reform especially continuing 
system, the scope of planning in terms of the 

and material resources under the state's direct control is 
ortting 


materials market and the market for technical per 
sonnel Such cooperation can push enterprises to 
develop joint-operation entities involving more exten: 


the 
Low Jiang emphasizes that in future planning work 11 1 
necessary to break adminitrative boundaries between 
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a by Yan Kalin and Li I 
i of the New System 
Econom) | 


“Speed Up 
Socialret Market 


ECONOMIC is 


dn⸗ iane the actual Movement 
toners eovialiet Market economy 


The participants believe that the determination of 
socialist market economy) as the direction and goal of 
China's economic reform i an important event of mile 
stone significance Afier 14 years of reform. we have 
come to the of storming the bastion—the stage of 
leaving planned economy and moving toward socialist 
market economy At this stage everyone fighting on the 
basis of hie own judgement is prone to lead to chaos thus 
it 18 fecemary to adopt coordinated. comprehensive 
reform measures What ie the fost i for the 
moment i to establish as soon a8 the basen 
organizational viructure basen rules and regulations. and 
basic support systems of a market economy We should 
sirive to make the national economy start to function as 
a market economy in three to five years. and achieve the 
full development of the system of market economy some 
tome after that 


The participants suggest that to make socialiet market 
economy a reality 111s firet necessary to build up market 
actors Hf enterprises lack quick reactions to price vgnals 
and other market messages a well-functioning market 
cannot be formed To have actors who function in the 
market mainly means that enterprises must have strong 
drives for long-range development and be able to ever 
crve self-restraint and must adjust thei business strate 
gies in 2 timely fashion in view of changes in market 
parameters Therefore at this moment it 1s urgent to 
proceed with the reform of the ownership system ww at 
to provide system-level solutions for such probleme as 
uncleat ownership fonseparation betecen government 
and enterprise. the lack of decentralization of power in 
the two areas and difficulty in transferring avects all of 
which have haunted tate enterprises and larger collec: 
tive’ enterprises for many years 


Second. it & Recemary to speed up the development of 
the market evetem The partecupants believe that at 
present it 1 Recemary to form as soon as powibic tules 
governing the market that facitrtate fast competitvon tt 
is expecially Necemary to expedite the formation of such 
laws and regulations as the “Market Law” and the 
“Ante Monopoly Law” 80 a8 to protect and promote far 
competition and sppress monopoly and the caning up 
of the market Al the same time. i 16 HeCeNAT) to Tul) 
develop vanous market intermediate organizations to 
faciiitate circulation including sanous chambers of 
commerce accounting offices auditing offices law 
offices research and conwlting institutions notary 
offices and all binds of institutions performing functions 


of agency 


To establish the new system of socialist market coonomy 
it 18 alto Necemary that government departments epecd 
up the transformation of ther functions and focus on 
inetitutvonal reform The part spants suggest that the 
main function of planning departments should «hangr 
from one of mainly micto-level management into onc of 
mainly macto-level management The fiscal departments 
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and the central bank should 5 ve the performance of = enierpriees invest . had hidden losses, and the 
their regulation and control sons and the wee of = lowses totalled 22 billion yuan Of these losing enter 
fiscal and monetary means. on the basis of improved wes. 4) percent showed profits on the books and the 
Monitoring and analysis of the economy In the future idden lowes were |} times the profits shown on the 
with the establishment and development of the system of — books A comrade from the Liaoning provincial organs 
sale asserts : supervising = gational reform committee estimates that hidden losers 


those enterprise 
of sectoral divisions and product 
should have their functions weakened oF 
if @ @fadual Manner vo as to suit the needs of 
Markel economy 


Among the participants at the symposium were Zhou 
—5* — Zhifeng, Chen Jiywan, Lu Xueys. Lo Jian. 


ont Pane and the director of the 
mye ry Yer - Bing of JINGIT RIBAD 
vef editor Wu Ii and the deputy 
chief editor Tang Vifeng of GA 


presided over the 





ine QUNYAN (POPULAR TRIBUNE) 
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Article by Yang ry A 4949 4999) “Hidden 
Lowes AH Danger to the State Trea 
sury and the Economy”) 


ext] In China there are these kinds of enterprises 
that show a on the books, but actually are 
lowing money and that show a 10 million low on 
books. but actually are lowing 20 millon Everyone 
these hidden lowes Hidden lowes are gaps in the 
cconomy and it 6 Hot known how deep or how 


az 


J 
2 3 


Gap After All” 
sdden lowes. it 1s very difficult to 


i 
if 
il 
| 


enterprises imvestigated. had hidden lowes and the 
iden losses totalled 2.58 billion yuan 


vember 1990 Liaoning Province Finance Depart. 
| ifwestigation revealed that |.257 industrial enter: 
ves in the local budget. 70.4 percent of the total 


for the whole province are 10 billion yuan of more 


Figures from a Tianyn Municipal Industry and (om: 
merce Bank investigation of 51) state-run enterprises at 
the end of June 1990 showed | 44 with open losses (losses 
of the books) of 8 percent. and 453 with hidden lowes. 
of BA percent There were | times as many enterprises 
with hidden lowes as there were enterprises with open 
lowers 


A Gans Province Finance 
calculated the hidden loves 
throughout the province at approsimately 800 million to 
| billton yuan equal to three times the profits realized 
and equal to the total provincial treasury revenue for 
199) 


In a Beying Municipal Auditing Bureau investigation of 
industrial enterprises in |} industries at the end of 1989 
410 enterprises, or 78 t. had hidden lowes The 
hidden loves totalled 65) million yuan. equivalent to 
percent of the revenue that the enterprises submitted to 
the treasury Based on analyen the present hidden lowes 
have reached | tilhon yuan 


The results of an investigation of 140 industrial enter. 
prises by the depariment concerned in Shana: Province 
showed hidden lowes totalling | 87 bilhon yuan more 
than aa times the open lowes 


—8 province and every city has this kind of shocking 
re 


It would be very difficull to investigate the proportion of 
hidden low enterprises and the actual total hidden lowes 
figures throughout the country Besdes lovses that 
cannot be seen on the books, there also are losses not 
entered into that year’s lows totals These “hanging 
account” lowes cannot be seen on the books They are 
temporanly hanging on account and are not figured into 
that years lowes hoping to use future surplus profits to 

econom 


up. bul there are more and more accounts hanging 
According to a responsible spokesman. at the end of 
1991. the Minwtry of Finance had a total of 114 5 bilhon 
yuan im hanging accounts Tha « dett outside the 
treasury deficit 


What was pointed out above are hidden lowes in liquid 
funds There are greater deficits im fixed assets Fined 
avect “deficits” are manifested in the following ways (!) 
Not raring or only shightly raring depreciation so that 
fixed assets are eroded year by year (2) The prices of 
fixed avects are inflated On the surface depreciation 
charges are raised in accordance with the price at the 
tume of purchase Even if the depreciation « rained 
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sufficiently, the accumulated depreciation charges still 


cannot replace the orginal equipment (1) The fised 
assets are used for cacessive time and the raising of the 


depreciation charge is early and the value of 
the fined asset on the is 0 oF ive. (4) The 
original | that is obsolete with technological 
advances should of course be eliminated continues 


to be used (5) The foreign equipment that is introduced 
cannot be used and it lies in the factory and every 

they pay interest on it The hidden losses from fixed 
assets have already made very Many enterprises ‘empty 


Forms of Hidden |ovees 
The forms that hidden losses take include the following 


First. the actual value of materials (products, semi 
manufactured  faw materials, and fuels) in reserve 
or nol in reserves is smaller that the value on 
the books The difference between the value on the books 
and the actual value is a deficit: Lowes on material 
values are further divided into several situations 


The amount of the material is reduced This includes 
losses. inaccurate calculations. and natural waste (such 
as the spontaneous combustion of fuel) According to 


certain automobile plant in East China lost 100 chases. 

and 5.000 pairs of shoes disappeared from the | 990 

— —— of a certain shoe factory in Hebei 
ince’ 


The materials ¢ st. bul because of deterioration. 
damage. or scrapping they have no usable value This 
portion of property really should be entered on the ledger 
as scrap losses, bul because the total 16 too great. they are 
afrard that it will affect that year's profits and do not 
enter it on the ledger 


The material cxssts and has usable value. bul its book 
value 1s lower than its market value For example the 
costs of reserve products are higher than the market price 
and they need only be sold off to reveal the lows. So. they 
would rather take the financial pressure on the ware: 


. priced) and if it 1 inventoned at present prices it 
show a low. To cover the loss, | 16 listed at the 
orginal price 1 1s estimated that in the finished product 


ping. shortages. and price differential losses make up 
approximately 20 percent of total prices 


Second. there 6 intentional lowering of costs on the 
books to increase profits on the books The techniques 
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1) 
When the False ls Made True, the True Also te Palee 


danger in hidden losses 18 Hot In the word “losses,” 
the word “hidden ” Losses certainly are not 
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loss, a8 long a8 ii can loan oul money, the bank makes a 
profit. This also creates a false impression The bank's 
profits also are false 


Hidden losses can bring with them a series of false chain 
reactions The previous factory manager does not want 
woe hidden losses during his own tenure and the 
heat Manager has ho way to capose them and also 
does hol want to expose them No one wants to reveal 
the scars of his own tenure and cach one has no chowe 
bul to deceive the neat Because the enterprise's situa: 
Lion 18 NOt clear. at contracting time it 1s very difficull to 
delineate responsibility After the contract has eapired. it 
also 6 hard to trace responsibility What is called a 
contract also is muddieheaded The head of the finance 
office and the mayor are afrand that afier the hidden 
losses are exposed ii will affect that year's treasury 
revenue and they do not want to reveal this scar The 
it 18 Not revealed the larger the deficit accumulates 
the more they dare nol expose i A great many 
comrades are very concerned about this Al the Filth 
Session of the Seventh National People's Congress. Jilin 
Province deputy Liu yy 4+ rt 
issue of hidden losses sharply pointed out “How 
long must this deceit year after year go on before it comes 
to an end” This game cannot continue ~ 


Why Are Losses ( onceated’ 


Why do enterprise want to hide the lowes from the 
books. deceiving themselves’ Based on investigation 
there are many reasons 


The first 1s that hidden lowes are directly connected with 
imperfections in the contract system Data from the 
Ministry of Finance Industry and Transportation 
Department investigation of 257 enterprises revealed 
that one year before contracts (1986). hidden lowes were 
only 116 million yuan, in the second year of contracts 
(1988), 1 mereased to 152 million yuan. in the third year 
of contracts, ( increased to 632 million yuan. and by 
1990 « had increased to | 465 bilhon yuan That to 
say. 91.5 percent of hidden losses were created in the 


are two reasons why contracts create hidden 
The first is that the terms of contracts are shor 
make 


factory managers terms are limited Factory man- 
every effort to retain a littl more profit and 


contract « long (15 years) and i truly has a firmly 
guaranteed baw 


In addition. the state's method of tying total enterprise 
wages to coonomic results plays an important part in 
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creating hidden losses. What is called results here is 
profi. The enterprise's total * float with the 
increase of the decrease in ts, But it is easy to Moat 
stall wages up and very di t to float them down. As 
won as ts go down, they must decrease the costs 
they enter a little bit to make profits increase artificially 
Ava result, wages increase as usual and bonuses are not 
decreased a single fen 


In the pattern marking the of enterprises in 
the last few years. if an enterprise a certain grade 
it has a great many advantages When a bank is selecting 
preferential loans. it is comparatively easy for a profit: 
able enterprise to get a loan Immediate interests entice 
enterprises to hide lowes and disguise themecives as 


profitable enterprises 


Financial pre ures from the top down create enterprise 
hidden lowes, and especially are a major causes of 
hanging account lowes The last few years, a great many 
- Se eS eS ee ts 
iret ~_g4+y y-- 


Although the state has prom the 10n on 
vam Att FT 794 1 57t 
aging costs. no one oversees of implements this regula- 
thon and it 16 just a piece of paper 

How Do We Get Rid of “Hidden Lowes” 


To solve the problem of hidden lowes, we must first 
solve the “hidden” and then solve the “lowes.” That is. 
9 eS See ee 
place hidden losses out in open 


There are two ways to solve the “hidden” problem. The 
second depends on internal exposure By external 
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everyone's interests. This requires from the top down 
keeping an eye On long-term interests and overcoming 
short-term activities 


Essentially, enterprise management mechanioms are the 
key to eliminating false impressions A quick compar: 
ison with “three kinds of partially or wholly foreign 
owned” enterprise and it 18 quite clear, The “three kinds 
of partially or wholly owned” enterprises not 
only do not have hidden losses. but they use every way 
possible to reduce profite The “three kinds of partially 
of wholly foreign owned’ enterprises not only do not not 
faise depreciations of raise them a little they accelerate 
depreciation Hidden losses occur mainly in state-run 
enterprises of certain rural enterprises where govern. 
ment and ;nterprises are not separate The fundamental 
reason for hidden losses is that the relationship of state 
interest ‘o enterprises’ interests is not clear So, if we 
want 10 get to the root of hidden losses, we must let 
enterprises have true “ma ment autonomy and 
responsibility for ther own ts and losses” But this 
can by no means be accomplished in the short run. To 
against further expansion of the current hidden 
problem we also must now adopt some urgent 
measures 


After appraising stocks and assets and reflecting the truc 
situation. we id reduce what needs to be reduced 
and cxempt what should be exempted. and the treasury 
should subsidize what needs to be subsidized 


As regards clearing hidden lowes. we should formulate a 
method to assimilate it year by year 


We must further improve the enterprise contract system 
and improve on the “linking of wages to efficiency” and 
plug up the hidden lows loopholes in the contract system 


Classification of Large State F nterprives ( ompleted 
9IC F0065D Beguine JINGIT RIBAO in Chinese 
8 Sep 9p 


{Article by Xie Ranhao (6200 3544 3185) “Classifica- 
tion Project Identifies 3.518 Large Industral Enter- 


“| 


[Text] The authentication of large industrial enterprises 
in the nation was completed by the end of July. This was 
announced by the national enterprise classification coor- 
dinating group at a news conference in Beying on 17 

As of late 1991. there were 1,518 large 
indusinal enterprises, including 123. of 1.5 percent, 
super-large enterprises 


At the conference the national enterprise classification 
coordinating wsued authentication certificates to 


the leaders of WO) superlarge. large Cirade |. and large 


Grade 2 enterprises who were present. including the 
head office of Shoudu Iron and Steel Complex, Daqing 
Petroleum Management Bureau. Zhongrin Electrical 
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Machinery Manulactun ompany, Pucheng Mining 
Bureau, and Shlinghen Power Piant 


oane Vonapnng (1720 3938 0474), who was in charge of 
the coordinating group, said that judging 
from the practice of the past several years, enterprise 
classification is a very important piece of basic work that 
is Necessary to the deepening of enterprise reform, the 
switch to a Hew Operating Mechanism, the improvement 
of management, and the intensification of macroeco- 
nomic guidance. Enterprise classification work makes 1! 
easier to provide enterprises with customized guidance. 
expedites the organizational and structural adjustment 
of enterprises, and helps the various departments under: 
sand the situation in enterprises accurately 


Reports say that the latest round of enterprise authenti- 
cation was carried out in accordance with national 
uniform standards worked out sik Comprehensive 
. fhamely the Economic Relations and Trade 
of the State Council, the State Planning Commis: 
sion, the Ministry of Finance, the Ministry of nel. 
the Ministry of Labor, and the State Statistical Bureau, 
in unction with over 20 industrial sectors. There 
were three major characteristics, as follows One, the 
enterprise classification scheme was separate from both 
the administrative ranking scheme of government organs 
and the pay scale Two. te was based mainly 
On an enterprise's productive capacity In the case of the 
small number of enterprises which turned out a whole 
range of products and were therefore hard to classify by 
productive capacity. they were classified by output rela- 
tive to the primitive value of fixed assets Industral 
enterprises were divided into three classes. large. 
medium, and small. which were then subdivided into six 
sub-classes: super-large, large grade |. large grade 2 
medium grade |. medium grade 2. and small it Third the 
enterprises must be legal persons that practice indepen- 
dent accounting 


Deputy Director Zhang Yanmung [1728 6176 1337) of 
the Economic Relations and Trade Office of the State 
Council delivered an important speech at the confer- 
ence. The CPC Central Committee, he noted, recently 
called for increasing the proportion of successful enter- 
prises from the current one-third to two-thirds durnng 
the Eighth Five-Year Plan Toward that end. Zhang 
Yanming said that he hoped that as they implement the 
sons” promulgated by the State Council! per- 

ng to the transformation of the enterprise operating 
mechanism. large enterprises take the lead in acquiring 
decision-making authority in their operations and car- 
rying out other related policies. in onenting themselves 
to the market. in reforming the three systems within the 
enterprises, in achieving technical and modern- 
izing Management. and in y turning them- 


selves into commodity production and business units 
that operate on their own in accordance with the law, 
that are accountable for their own profits and losses. that 
have self-development capacity. and that practice self- 
discipline That way these enterprises will set an example 
for all enterprises in the nation 
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Al the conference the 40 large enterprises issued a 
proposal entitled “Liberate Thinking, Fire Enthusiasm, 
* Take Big Strides Forward” to all large enterprises in 
the nation 


Chongqing's First Large State Enterprise 
Bankruptcy 


VICKOOS IA Chongqing GAIGE [REFORM] in Chinese 
No 5, 20 Sep 92 pp 114-117 


[Article by Xie Delu (6200 1795 4389) “Thoughts on 
Chongqing's First Large State Enterprise Bankruptcy”) 


tiny & A textile enterprise in Chongqing—The Chong: 
ing General Knitting Mill (abbreviated hereafter as the 

ing Kavtting Mill, of CAM), was forced to apply 
the other day for ¢ ing's first large state enterprise 
bankruptcy, due to poor management, wrong decision: 
making, more habilities than assets, and lawsuits The 
Chongqing Intermediate People's C ourt has accepted the 
case, which is Chongqing’s first large state enterprise 
bankruptcy 


CKM, which was established in 1954 and now has over 
2,900 employees, 173 mu of factory space. net fixed 
assets worth 44.16 million yuan, 10 major production 
shops, and 851 major knitting machines of all types, is 
one of China's large associated knitting enterprises with 
a manufacturing capacity of 16 million knitted goods 
and 800 tons of chemical fibers a year. This mill had 
been a great one for years. It was famous throughout 
Sichuan Province and all of southwest China for being 
the largest in size. most well-equipped and mighty. as 
well as for making marketable products Its products had 
won top national trade honors for quality. and had sold 
in more than 10 faraway countries and regions in 
Europe. the United States. Africa, and Asia. From the 
First Five Year Plan to the Sixth Five-Year Plan. 1 paid 
the state taxes and profits amounting to 105 32 million 
yuan, or 116 times its orginal investment, generated 
taxes and profits of over 100.000 yuan per worker 
earned $6 396 million in foreign exchange. and contrib. 
uted to our national development and market prosperity 


But in recent years. duc to the changed macroeconomic 
climate. sharp market competition. operating policy mis- 
takes. and internal ma t chaos, CRM had sus- 
tained successive years of losses since 1986 While the 
pertinent municipal departments had taken steps such as 
injecting capital, halting production for reorganization. 
and reshuffling its leadership, with everyone from top to 
bottom having made great efforts. none of these cfforts 
had been able to deal with its deeper conflicts. leaving 
the enterprise in dire straits from which it was unable to 
extricate itself. By the end of May 1992. it had accumu- 
lated 20.97 millon yuan in losses, with internal and 
external debts amounting to 82 4% million yuan. and an 
assets-lability rate of 187 percent When its employees 
read the news in the papers that their enterprise had 
applied to the court for bankruptcy. some of them asked 
as if waking up from a nightmare. “How could such a 
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large mill go bankrupt?” “How could such a once flour 
ishing mill as CKM have collapsed like this?!” But that 
was the harsh reality 


While opinions have varied and the public response has 
been sharp over the bankruptcy of this large state enter- 
prise, which has advanced equipment and newly-built 
workshops, as well as having once had technological, 
managerial, personnel, and product advantages, its 
bankruptcy has also taught us that enterprise profits or 
losses, as well as their continued existence or bank- 
rupicy, operate according to the objective laws of a 
commodity economy, as well as being the inevitable 
result of market competition. Market forces of selection 
of excellence by elimination through competition inevi- 
tably enable well-run enterprises to exist and grow, while 
eliminating poorly run ones, which is fair, reasonable. 
and perfectly normal. The important thing is the fol- 
lowing lessons we should learn from CKM's rise and fall 


|. In importing equipment and using foreign investment. 
we must act in accordance with our capabilities and on 
the basis of full feasibility proofs, and avoid by all means 
subjective assumptions and unchecked importing The 
direct cause of CKM's bankruptcy was financing and 
leasing dispute lawsuits, with foreign debts leading to its 
demise. The early 1980's was a good time for enterprise 
h, when it was essential to import moderate 
amounts of advanced foreign equipment as long as one 
acted according to the principles of technical reliability. 
economic reason, pragmatism, and in accordance with 
ones capabilities. But CKM’s tors had an over- 
heated guiding ideology. were influenced by the philos- 
ophy of “getting going and going all out” and going in for 
ore projects, acted on the slogan of ‘catching up to 
uzhou and passing the rest of China.” disregarded 
need and possibility, violated objective economic laws. 
and divorced themselves from their mill's realities in the 
early 1980's by making grand plans to buy “100 each of 
four machines” (i.¢.. warp knitters, interlock knitters 
bench spinners, and large rounders), which led to chaotic 
importing. Some imports lacked feasible market surveys 
scientific proofs, and strict checks. leading to wrong 
decisions. For instance. the department responsible for 
the enterprise neither conscientiously organized cxperts 
to conduct full demonstrations of the screntific nature of 
imports, equipment completeness. technology reliability. 
economic rationality, and legal completion. or made 
reliable projections in areas such as product develop- 
ment, market prospects. debt nsks. and investment 
returns, relying simply on subjective decisions of leaders 
to get things done in a jiffy 


2. In foreign imports, we need to emphasize the 
importing and putting into operation of hardware tech- 
. but even more 80 the digestion and assimilation 


of technology, in order to bring the impact of 
imported equipment into full play and improve our 
' economic efficiency Beginning in the carly 
1980's. CKM imported from Britain. Switzerland. and 


Germany 30 sets of chemical fiber processing and knit- 
wear dycing and warping equipment. such as production 
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lines for warp knitting, jacquard weaving, yarnedyed 
fabricmaking, and quilting, all of which were of 
advanced international level for the 1980's) But as 
CKM's import operations emphasized the importing 
and putting into operation of hardware equipment, but 
neglected the digestion and assimilation of software 
technology, particularly afler the equipment was 
imported, CKM was unable to keep up with a whole 
series of key tasks in areas, such as technology, manage: 
ment, personnel, employee training, market studies, and 
product development. so that its business and manage- 
ment skills were unsuited to the production operations of 
the imported equipment. leaving the imported equip- 
ment out of repair and not running well, This included 
about 0 percent of the imported equipment not going 
into production due to factors, such as incompleteness, 
8© that production operations did not reach the proper 
economy of scale, meaning that the advanced equipment 
certainly did not bring CKM better economic efficiency 
Additional unexpected factors, such as a lack of macro- 
economic control of the textile industry, the chemical 
fiber knitwear market slumping not long afler the equip- 
ment was imported and pul into operation, repeated 
increases in the prices of chemical fiber raw materials 
and cotton yarn, raw material shortages. skyrocketing 
prices, and foreign trade export obstacles, sharply 
reduced CKM's profits and taxes from an average of 
6.493 million yuan a year during the Siath Five-Year 
Plan to an insignificant amount in 1985, and losses of 
1.243 million yuan by 1986. for the first losses in its 31 
years of operation 


3. The textile industry needs to organically combine 
enhanced macroeconomic regulation and control to 
resolve the conflicts of textile production capacity 
exceeding development, overall surpluses. and supply 
exceeding demand, with promotion of SAT advances. 
development of international and domestic markets. 
acceleration of structural adjustment. improvement of 
product quality. enhancement of variety of colors and 
designs. and resolution of the market structural slump 
problem. in order to reverse its large-scale losses 


CKM went bankrupt because of the dual factors of a lack 
of macroeconomic control over textiles, and enterprise 
products not being suited to market demand changes 
Macroeconomically. the previous times of textiles being 
a “money tree” touched off a national textiles fever 
under the slogan of “state. collective. and individual 
enterprises all working together.” to which tens of thou- 
sands of small. and medium-sized teatile mills 
responded, icading to rapid and cxcessive growth of our 
textile production capacity in the 1980's The knitting 
industry was no caception In recent years, township and 
individual private teatile mills have suddenly come to 
the fore. drifting away from effective regulation. control 
or oversight by the state or the industry This has caused 
a lack of macroeconomic regulation of China's teatile 
industry. with overall surpluses and teatile market 
supply caceeding demand Incomplete statistics on 
C hongqing’s private knitting industry alone show that i 
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has over 100 major knitting machines, over 500 sewing 
machines, and an annual knitwear output of over || 
million garments, or 42.5 percent of Chongqing's 1990 
gross output of knitted underwear. These individual 
private knitting enterprises encircle Chongqing’s several 
large state knitting mills, with over 50 of them in the 
Chenjiaping District around CKM. They rely on CKM's 
technical backbone, while competing for its markets with 
cheaper labor, lower costs and prices, and more flexible 
operating methods, with some even using fake collective 
enterprise names to seize policy advan and tax 
reductions and exemptions, leaving CKM hopelessly 
watching them seize its product markets. 


As to product mix, after CKM imported its chemical 
fiber production lines, its production structure changed 
on one hand, giving it too much and out-of-proportion 
chemical fiber production capacity. In addition, raw 
materials shortages, along with not enough production 
jobs for its warp knitters and dyeing and warping equip- 
ment, left it with a severe situation of idle equipment. 
On the other hand, its product mix was irrational, 
because it had persisted for many years in making “the 
same old three shirts” and low- and medium-quality 
products that were too similar to those of other enter- 
prises, and had not developed knitwear goods that were 
in short supply and great demand, so that its product 
markets were steadily replaced by knitted goods from 
other places. Its overstocked product inventories 
amounted to 20 million yuan, it was unable to effectively 
limit its production or reduce its inventory, which tied 
up its limited working capital, and banks refused to grant 
it loans, so that it had no money to buy raw materials, it 
could not continue production, its creditors came 
pressing for payment. and it was forced to shut down 


4. We need to pay more attention to developing enter- 
prise leadership, particularly in large- and medium-sized 
enterprises, by putting greater emphasis on the key jobs 
of choosing the right factory directors and plant man- 
agers and stabilizing the ranks of managers and techn:- 
cians 


Practice has proved that leadership is the key to a 
well-run socialist enterprise CKM had no hopes of 
reversing its losses essentially because of chaos in man- 
aging i's factory director terms of office. As the parties 
concerned were not careful enough in assessing the 
proficiency of and deploying its leadership, CKM had 
five changes of factory director and four of party com- 
mittee secretary from 1985 to 1990 alone, with some 
being bid for in name but actually set internally, so that 
its employees grumbled that “CKM is a cradle for 
training factory directors and party secretanes.” Every 
new factory director wanted to “form new cabinets level! 
by level, over and over.” and to make large-scale reshuf- 
flings of deputies, heads of all three divisions, and 
mid-level cadres One even changed his shop foremen 
and office staff three times in one year, while office 
staffs. shop foremen. and team and group leaders had to 
be constantly “optimized.” Such merry-go-rounds of 
leadership and cadre reshuffling certainly did not change 
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CKM's management chaos or turn its losses into profits 
On the contrary, its frequent personne! changes were 
very unfavorable in helping its cadres and workers to 
familiarize themselves with conditions, accumulate 
experience, establish rules and regulations, enhance 
management, or improve efficiency, CKM's improper 
cadre deployment and use, with some clearly lacking 
management skills and experience (only one of its five 
factory directors had any familiarity with knitwear and 
weft knitting technology of management), brought such 
growing chaos and losses to this large enterprise, which 
had top-grade domestic equipment, strong technical 
might, and hopes of turning its losses into profits, that it 
was finally forced to declare bankrurptcy This should 
teach us a profound and bitter lesson 


5. Enhancing business management and converting oper- 
ating forces will require real action and efforts to 
improve enterprise quality and management skills. by 
basing steadily improving economic efficiency on scien: 
tific and sound fundamental management. in order to 
give enterprises vigor and vitality 


In the midst of the current great wave of deepening of 
enterprise reform. certain enterprise operators are 
emphasizing external administration over internal man. 
agement, which 1s leaving them with inadequate internal 
skills, and causing glaring problems of deteriorating 
business management and poor basi management The 
government and business world need to pay much atten- 
tion to these problems. The key internal causes of CAM 's 
bankruptcy were longstanding chaos in its business man- 
agement, shown by its inability to convert its operating 
forces, tap potentials, increase efficiency, or turn losses 
into profits. This can be seen mainly as follows 


First, its frequent leadership reshufflings and cadre 
changes created the following severe management con- 
sequences |) They destabilized its formerly stable team 
of technicians, managers. and employees. causing a large 
outflow of personnel, particularly of certain key techni- 
cians, which caused great harm to the enterprise. 2) They 
destabilized its former rules and regulations, which were 
scientific and in keeping with plant conditions, in areas. 
such as technical discipline. operating rules, equipment 
maintenance. quality standards. and management over- 
sight. causing weak basic business management. chaotic 
group management. inability to fulfill plans. severe 
quality problems, and constant contract disputes (KM 
sustained over | million yuan in losses in 1987 alone duc 
to substandard and declining product quality 3) They 
destabilized employee valucs. by sapping morale. 
freezing enterprise motivation. causing employees to 
lose confidence in their enterprise's future. and bringing 
tears to the eves of senior workers at the very mention of 
the current state of affairs 


Second, the enterprise was not run icgally or well, Plant 
rules, regulations. and discipline cxisted in name only. 
with constant crimes and public security incidents for a 
time, a wave of thefts in the plant, and internal manage- 
ment being out of control For instance. 1 capernenced 
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18 cases of crime and public security incidents from 
1984 to 1986, all of which were committed essentially by 
its Own employees. Moreover, many of its cadres and 
workers got rich through helping outside individual 
private knitting mills, with some sacrificing enterprise 
interests to their personal ones, which showed up as 
minor cases of stealing and selling off of raw maternals 
and parts, and major ones of “getting rich” by reselling 
enterprise technical intelligence and product designs 
There was once a case of a new product that CKM 
just developed but not yet produced being produced and 
marketed by an individual private knitting enterprise in 
Chenjiaping. Even worse, when a whole cartful of its 
warehouse stock was pulled out and set up for sale on the 
sireet, no one at the mill could even tell the public 
security police, who discovered and reported it to them. 
how it could have been stolen and moved out of the mill 
In such ways, CKM sustained huge losses. 


6. Enterprises must call for the new system to be put into 
place as quickly as possible, by demanding that the 
vernment convert its functions ASAP. in order to 
ly standardize enterprise operations and govern- 
ment actions, so that enteprises can become truly inde- 
pendent commodity producers and managers Only in 
this way will there be hopes of revitalizing large- and 
medium-sized state enterprises 


I believe that CKM 1s quite typical, with a large number 
of such enterprises losing and near-bankruptcy enter- 
prises in oun Gant and throughout China. which 
number is even if hidden losses are included As 
opposed to the hundreds of thousands of thuse ‘hat are 
25 these enterprises just scraping along on the 
verge of bankruptcy have an even more pressing need to 
speed up their pace of reform. so that they can survive in 
line with national industrial policy, by either artjusting 
their structures and turning their losses into pr fits, or 
— Operations, merging. or sw sing to 
manufacture of other products. so that they ca, —¢ and 
be reborn. They are shouting for the new b. ‘ness 
management system. and hoping that the government 
will convert its functions as quickly as possible. by fully 
implementing the mghts and interests granted to enter- 
prises in the Enterprise Law, # that they can truely 
become | tly operated with the sole respons). 
bility for both their profits and losses. and with operating 
forces that lead to seclf-restraint and allow self- 
development. This is the only way that we can revitalize 
our many large- and medium-sized state enterprises that 
are sustaining overt or covert losses 


In addition to its poor internal management and admin- 
istration, CKM’'s bankruptcy was also due to the fol- 
lowing external factors: |) The textile management 
system 1s out of order, with many honzontal and vertical 
divisions, which are detrimental to enhanced trade man- 
agement. For instance, in Chongqing, municipal state 
knitting mills, such as CKM, are under the jurisdiction 
of the municipal textiles bureau, collective knitting 
enterprises are under the classified management of the 
municipal knitting office. township knitting enterprises 
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are controlled by the township enterprise bureau, indi 
vidual and private knitting enterprises come under 
industrial-commercial bureau management, and “the 
three kinds of foreign trade enterprises” fall into the 
overseas Chinese category, so that no one unit 1s charged 
with overall planning for, coordinated guidance of, or 
oversight service to the knitting industry throughout 
Chongqing. Industrial management is so weak that these 
“mothers-in-law” can hardly plan its development se- 
entifically, leaving the knitting industry with mounting 
problems, increasingly glaring structural conflicts, and 
unfair knitwear market competition, and state knitting 
enterprises with severely weakened might and status, 
deteriorating efficiency, and consecutive years of losses, 
which are causing 4 great drain on state assets and 
increasing enterprise debts 2) In all major decisions, 
such as importing of equipment, a problem certainly 
exists of these “mother-in-laws” directly interfering and 
acting on behalf of factory directors and plant managers. 
which leaves enterprises in a subordinate, passive posi. 
tion Even when the higher-ups make wrong decisions, 
enterprises are forced to go along with them. 4) There is 
a glaring problem of substituting contracting for better 
management, with the higher authorities often relying on 
administrative means, contract management responsi- 
bility system contracts. conference documents, and 
replacement of factory directors to administer enter- 
prises and guide their operations Fair competition 
forces have not been introduced to ‘he process of 
selecting administrators, with plant managers being 
completely subordinate to these “mothers-in-law In 
addition. contract management responsibility system 
contracts are not standardized, so that government offi- 
cals, enterprise operators. and producers still have no 
substantive restraints as to enterprise profits or losses. 
with losses being of state assets, working capital, and 
bank loans so that, when enterprises sustain losses, they 
continue to pay wages and bonuses anyhow. meaning 
that there 1s neither pressure or naturally motivation 
either As time passes, the concept of efficiency becomes 
meaningless, so that. when enterprises lifeblood has 
been drained. they naturally collapse 


As large- and medium-sized state enterprises are the 
major sources of state revenue and taxes, enterprise 
bankruptcy causes losses to siate assets. and employees 
also jose their reliable carner. Faced with the current 
grim reality of enterprise bankruptcy. government offi- 
cials and enterprise employees are all tasting its bitter 
fruits So we have reached the consensus through bitter 
reflection that enterprises in a commodity economy are 
like ships sailing in a great sea where. if the “helmsman”™ 
does not steer an even course, and the “oarsmen” do not 
row together with one heart, the ship may sink at any 
time This means that in pushing enterprises toward a 
market economy. the government must pay more atten- 
tion to macroeconomic control and policy legality. while 
enterprises need to make greater efforts to improve their 
internal mechanisms and management and administra- 
tion. Of course, in the process of revitalizing large- and 
medium-sized state enterprises. we cannot ignore the 
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current state of their lack of stamina and our weakened 
state economy, The thing to do is to deepen reform, by 
speeding up the conversion of government functions and 
enterprise operating forces, and through establishing 
operating forces of fair competition, mutual coopera. 
Lion, Coexistence, and co-prosperity, where public own- 
ership dominates, but where there is an organic combi- 
nation of diversified economic components. In a 
commodity economy, employees are an enterprise's 
masters and production operators, as well as the benefi- 
ciaries of reform and opening up and the undertakers of 
operating msks. It is only when they change their 
thinking, work conscientiously, arouse their sense of 
responsibility, mission, and crisis as the masters, work 
together at all levels, and develop their enterprises into a 
profitable business community where state, collectives. 
and individual interests “are one,” and where there is a 
unity of responsibilities, rights, and interests, that they 
can run socialist enterprises well and create more mate- 
rial wealth for society, in order to strengthen our overall 
national might. 


Bankruptcy is not the end of things, for, just as life and 
death are a mutual transformation, an enterprise's bank. 
ruptcy carries the seeds of another's new emergence The 
key thing is that CKM's bankruptcy is posing the pro- 
question to our people, all parties in our society, 
and particularly to our theorists and businessmen of 
“what is the route that we should take in the future”'” 


FINANCE, BANKING 


Financial Institutions Support Enterprise Reform 


Banks Push Markets 


92CE0038A Beijing JINRONG SHIBAO in Chinese 
24 Sep 92p! 


Article by Yan Honglin (7051 3163 2651) and Zhang 

the (1728 1807 0735): “How Banks Can Help Make 
Enterprises More Market-Onented—An Earnest Discus- 
sion of Views by Well-Known Entrepreneurs’’| 


[Text] Editor's note’ China's 1992 reform priority is 
enterprise reform, the key to witich is converting the 
— — of large- and mid-;.ze state-owned enter. 
prises. publication of the ‘Regulations on Converting 
the Operating Forces of State-Owned Industrial Enter. 
prises” has provided a reliable legal basis for this conver. 
sion. State Council leaders have shown great concern 
about this conversion, by proposing that these Regula- 
tions’ must be implemented very conscientiously Our 
banking system is duty-bound to implement the Regula. 
tions.’ The current issue is how we can take advantage of 
the driving force of Comrade Deng Xiaoping ’s speeches on 
his southern tour this spring to speed up the pace of 
banking reform, by working in coordination with all 
pertinent sectors to promote the implementation of the 
“Regulations” to contribute to the conversion of enter. 
prise operating forces and help make enterprises more 
market-oriented To help accomplish this, JINRONG 
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SHIBAO recently held a conference in Hebei, to which ut 
invited well-known entrepreneurs, such as Zhang Nin 
grang and Lang Baoxiane, leaders of the provincial 
— and system reform commission, and the 

nking leadership, to freely discuss ther views and 
recommendations on how to carry out related banking 
reforms to help in the implementation of the “Regula: 
tions.’ While this discussion was about only one province, 
it was of widespread significance, so will be of ereat help 
to us in better deepening our banking reform. JINRONG 
SHIBAO will carry the contents of this discussion in a 
series of three related articles starting with today’s. {end 
editor's note] 


Zhang Ningrang [1728 $281 6245) (Director of the No 1 
Plastics Factory in Shijiazhuang): The “Regulations” are 
driving enterprises toward a market economy, by pressing 
ther to convert their operating forces and enhance their 
internal management. For enterprises to become more mar- 
ket-oriented, their financing must also be made more mar- 
ket-oriented, without which becoming more market. 
onented would be mere idle talk The banking sector must 
speed up its pace of reform. through reforming and drop- 
ping its old “bureaucratic” and “feudal” workstyle in favor 
of modern operations. In its control of monetary policy, it 
should act in accordance with the principles of “dealing 
with each case on its merits. and selecting and supporting 
excellence” to add to its torce and weight. It should help to 
further invigorate and properly deregulate well-run enter- 
prises, provide controlled support to those that are now in 
trouble but can be turned around in the future, but tighten 
down some on those with unmarketable products and severe 
immediate and potential losses, and even allow some to go 
bankrupt and die out to achieve selection of excellence by 
elimination through competition. “ Tightening down’ 1s the 
basis for “invigoration,” which ts the aim of “tightening 
down,” making them mutually .oroplementary. In light of 
my factory's realities, | believe that the banking system's 
current major problem is poor quality of service, with staff 
skills and workstyles that are unsuited to the needs of a 
socialist market economy. As one glaring problem is that 
fund accounts settlement takes too long and has too many 
links, creating a waste of funds en-route that cannot be 
utilized, | am calling once again on the banking sector for 
stricter accounts settlement regulations and discipline 


Zhang Ximin [1728 6932 1046] (President of the Textiles 
Industrial Group Corp in Shijiazhuang): | would like to 
speak today about the matter of losing enterprises. As it 
is Now very hard for losing enterprises to borrow money. 
banks should analyze and break them down into those 
that should be allowed to dic out and those that can be 
revitalized. | think that banks could buy and redevelop 
some enterprises, and come up with ways to resupport 
them. Certain small ones in particular that cannot be 
revitalized should be allowed to die out instead of being 
kept in a state of limbo. | would like to note that bank 
operations need not be aimed purely at profitmaking 
because, while banks need to make profits, it need not be 
their one and only objective. For instance, some enter- 
prises can be revitalized only if banks extend them credit 








to give them time to rest and build up their strength 
for enterprise development also paves the way 
for fulure bank development 


Han Geoming [7281 0948 2494) (Director of the Shijias. 


huang ( igarette ) While both the province and 
cotees are the“ ions.” various enterprises 
understand differently As banks are also enter: 


_ they should take mayor sieps to make indeological 
Creakt | feel that bank-enterprise relations 
should be those in the Shijazh branch of the 
Industrial and Commercial Bank of China (ICBOC), 
where the Bank-Enterprise Coordination Commitice 
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advanced international capenence in 
letting go. taking in. and assimilating to make 
pe ge They must not be so afraid of 


of capitalist things. or keep going 
around in circles over the distinctions between ‘capital. 


it 

ee Te a ! (President of the Hebei 
sof Caine (BOUT: Our erm 

18 to push enterprises toward markets to revitalize them. 


underway for some years. while we have achieved a 
ceriain amount of success. we have still not thoroughly 


have outdated technology 


and equipment and | operating capability, and 


legal problems. in that there 18 no way to resolve disputes 
over debts 
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Zhang Nimin: Banks should help enterprises with certain 
developments. such as new product varieties and new 
industries Banks need to diversify their operations by 
expanding thei business In the current conver: 
won of enterprise operating . banks must provide 
genuine and practical service 


Xu Guofeng: If specialized banks were turned into com- 
mercial banks. they could buy enterprises Their ability 
to buy depends on their risk capability and relevant 
hational policy permission 


eT eee ee ae, 
huang of the ICBOC): As banks used to do too 
much controlling and provide too little service, the 
ICBOC needs to make a gradual transition from a policy 
bank to a commercial one. We need to strive for max- 
imum profits, because bank profits reflect our product: 
capital efficiency As bank assets are now much too 
singular with little option. our business operations 
should reflect national policy directions, but not specific 


policy operations 


(Chief Financial Affairs 
March Overshoes Factory in 
Shijiazhuang): The afiertas loan repayment problem has 
never been settled. so that pretas loan repayment is 
ing the state take most of the risks As there 
1s a conflict in enterprises being responsible for opera. 
trons as well as employee welfare. they should take better 
stock of their resources 


Li Zetying [2621 2584 $991) (Chief Financial Affairs 
Officer at the Shijiazhuang Water Pump Factory) Whiic 
my factory's efficiency 1s now not bad. additional loans 
have added to our burdens. forcing us to pay 4 million 
yuan @ year in interest, so that we have a pressing need 
for capital sumulus. Of our enterprise's “three funds.” 
finished product funds have decreased. while we are 
producing 7 million yuan more of commodities. or 40 
millon yuan worth. As this includes 17 million yuan of 
groundiess refused payments (on grounds, such as “dis- 
honored for lack of funds.” “refused because the goods 
have not been delivered.” “refused because there 16 no 
such enterprise,” and “refused duc to a lack of contract’) 
due to a problem of bank accounts settlement discipline. 
lam calling on banks throughout the country to cxercise 
stricter accounts settlement discipline. by transferring 
moncy where enterprises have accounts. instead of prac- 
ticing regional protectionism 


Xe Geofeng: We could practice methods. such as futures 
and commercial notes. with enterprises that are willing 
to delay collections discounting notes. which specialized 
banks then rediscount at the central bank to break up 
part of our “tnangular debt” logam Enterprises could 
report banks that violate accounts settlement discipline 
to the central bank, which would deal with such viola- 
tions strictly according to actual circumstances 


Lang Baoxiang (6745 1405 4382) (President of the 
Huanye Electronics Growp Corp) Cenerally speaking. 
relations between the banking sector and enterprises arc 
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quite sound, with our enterprise having very good rela their role into full play Banks now need to work 
tons with the IC BOX ies Heme Cae b tow be hard at the ng four adaptations in order to speed 
difficult period, and we will be able to our things up in four areas 
ergy te or in the 
aon hall of | mA bey Nesting ——— Ay yy bby . 4 TU 
to support new tech products that eeonomy As a Plank in INE eNierprises more 
ou . ioe, Gokeciinenne ditdinasde canal tei 
sector provide a nani 
Liv Keanzhi (0491 1401 1807) (General Accountant atthe climate for enterprises in a market ecomomy 2 hanks 
North China Pharmaceutical Factory) For banks io need to adapt to the needs of diversified economn 
become more businesslike they must observe market components As we are practicing a socialiet market 
economy laws Banks musi separate their national policy = economy in which diversified economn components 
functions from their business operations. practice com. —coenist. the banking sector should provide active 
pensated capital use. expand their fields of business. and — financing for the ’ h of all economic 
practice more flexible operating methods Capital use — nents } Banks need to t0 the needs of diversified 
must be classified as one state-prescribed. and two — capital structures The ing sector should establish 
intermediately needing adjusiment. which should be diversified financial capital and money markets for 
by interest rates and time periods We — enterprise growth 4 Banks need to adapt to the needs 
port pay tet tent for better and faster economic upgrading As there can be 
to make this more commercialized and adaptable = no. output without input economin upgrading +l! 
to changing market conditions As to whether loans = require banks to reform by broadening their 
should be or for overstocked —s financing means and fundraning channels to invigorate 
products. instead capital 
of being constant. so that overstocked and hot-selling 
commodities are a mutual transformation In fact. the — The banking sector should act to speed up the cons erson 
hetter its products sell. the less an enterprise needs funds. o enterprise operating forces We hope that the banking 
$0 that we should provide suppor for overstocked prod sector will take major steps, such as improving its 
ucts that have a future macrofinancial tron and control mechanims 
making special: banks more businesslike caper 


Money Markets Improve 
9ICEOO38B Beijing JINRONG SHIBAO in Chinese 
25 Sep 92 pi 


[Article by Yan Honglin and Zhang Zhihe “On Devel- 
oping and Improving Financial Markets”) 


efforts to implement the Regulations in order to give 
enterprises more flexibility and independence in 
acquiring urgently needed funds so that they will look to 
markets instead of mayors |end editor's note} 


active service to enterprises. while all mining and man- 
ufacturing enterprises are devoting their efforts to con- 
verting their operating forces to make the transition to a 
market economy This process of “two conversions and 
one transition” i giving the banking sector 4 new 
mission Banks adapt to this change. by bringing 





menting with floating capital interest rates. and \ igor 
ou hg money markets The banking sector 
should work to speed economn structural adjust 
ment Banks need to to the principles of sup 
porting excellence. weeding oul infernority and dealing 
with cach case on its merits. by acting in accordance with 
national indusinal policies and market economy needs 
to slant credit capital toward key indusines enterprises 
and products. and basic and new high-tech industries wo 
that they can play an active role in gurding and driving 
adjustments of indusinal and enterprive structures and 
product mises The banking sector needs to help speed 
up the improvement of capital performance Much 
attention must be paid to improving investment cff 
ciency. by practicing an investment responsibility system 
and accepting investment low risks to reduce mistakes 
and waste and achieve maximum capital performance 
As the “Regulations” give enterprises the nghi to keep 
and their own funds. all enterprises must make 
careful . © that they can avoid duplicate and 
unchecked development and use their funds well as well 
as enhancing their business management by cmpha 
sizing capital formation. accumulation and use 
improving , and imvigorating fund pertor 
mance 


het Ruifen (3769 43 S9SR) (Deputy Director of the 

— Commission) As to our implemen. 
tation of the “Regulations” throughout Hebe: leaders at 
all levels have paid much attention party commutices 
and governments have acted in concert, and al! have 
emphasized weak links We first emphasize the 
devolving of authority to lower administrative levels 
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with Most localities instructing thei key departments to 
present detailed and serviceable views in accordance 
rons) Governments at all levels 





While working capital can now be found everywhere 
banks are ite only tructy rehable source for enterprises 
To make enterprises look to markets instead of mayor. 


93C BOOST Beying JINRONG SHIBAO in Chinese 
28 Sep 92 pi 


~~ by ny ae shore Biliciont”) “On Fol- 


market economy |end editor's note) 


Xie Niamhus (6200 1799 (Vice President of the 
Hebei branch of the PROC) In the course of imple: 
menting the “Regulations” enterprises are now widely 
reporting problems of bank accounts settlement This 
matter was brought up by the abovementioned leaders of 


certain ¢ need to make a fully objective 


evaluation of this weve It should be pointed out that 
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through 4 nationwide vation of accounts settle 
ment order and din ipline accounts settloment has 
clearly improved in quality to gradually become more 
institutional. standard and normal Hut while the con: 
cept of Mgorous accounts settlement discipline has 
become deepeeated with collection and payment of 
accounts having become more normal surveys and 
feports from some enterprises show that accounts settle 
ment management is certainly fot improving evenly 
among banks at all levels Accounts settlement is uneven 
—— business agencies with some banking units 

accounts settlement links still containing loopholes 
and blind spots which cause probleme such as man. 
made cut-price notes of delayed payments and duplicate 
collections The Hebe: branch of the PHO at all levels 
has how sel up accounts settlement violation reporting 
centers. w that when problems occur at the abovemen. 
toned branches and agencies, they can be dealt with 
severely according to regulations a8 soon as they are 
dimovered 


The accounts settlement problems that enterprises arc 
feporting Most remain too Many accounts settlement 
links and too long en-route fund time These problems 
are actually duc mainly) to our unique jornt-banking 
system for all banks. and are concentrated im the area of 
inter-sysiem accounts settlement To solve them the 
banking sector needs to work to reform the yornt-hanking 
system. In 199). the PROM head office carried out a 
hationwide jyornt-banking reform beginning by sctting 
up Nationwide electronic joint-hanking through satetiitc 
communications. which when completed «il! link up 
over YOO regonal and municipal (including provincial 
capital) ground satellite iON sation throughout 
the country with the head to form a natronwide 
accounts sctilement and fund clearance system that wil! 
shorten accounts settlement en-route fund time Mean 
while to smooth out accounts settlement channcls below 
the county level. most Hebe: counties have adopted 
county tevel general account-transfer checks which has 
also reduced accounts settlement links and en-route fund 
time 


Qi Beoqen [7871 1405 SOIR) (President of the Hebei 
branch of the (BOC) The publication and implemen 
tation of the “Regulations” «4 a major reform for China's 
state-owned indusinal enterprise management as wcll as 
a key sep in driving enterprises to become more market 
onented and developing a socialist market cconomy As 
a general sector of the national coonomy thal serves 
enterprises directly. banks need to take the initiative in 
adapting participating. and pushing enterprises to con 
vert their operating forces to ensure the health) devel 
opment of this great reform This m necessary w that 
banks can serve overall reform and opening up as well as 
being a crucial part of bank sclf-development 


Focused on the central task of helping enterprises to 
conven aer operating forces. and im firm support of 
helping enterprises to become more market-onented 
banks need to focus thei efforts on speeding up credit 
management reform by breaking thorough!) with the 
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old system where all enterprises ate out of the one big pol 
of bank credit funds Loaves must become market: 
orented and more efficient For banks to help enter: 
prises become more market-onented. they Must observe 
the market law of selection of eacellence by elimination 
through competition Banks musi stop supporting enter: 
-- that are eliminated through market competition. 

yd yey. inferior enterprises by granting them 
loans back advanced ones As funds are the value 
form of commodities. and the amount of funds that an 
enterprise has shows the share of commodities that it has 
in social tion. hot putting the ase to” the credit 
fund disiribution system of everyone eating out of one 
big pot would make pushing enterprises toward a market 
economy mere idle talk Turning enterprise operating 
risks and losses into bank credit fund reks and losses. so 
that they ultimately remain national asset losses. makes 
it impossible for enterprises to become genuine com. 
Modity producers and that are for 
their own risks profits lowes Thus. s must 
adap! to the new situation. by observing market 
coconom) and bank operation laws and by establishing 
new credit management forces We need to focus our 
funds on providing all-out support to enterprises that 
conform to industnal policy. pass the market test. and 
have good economic efficrency. while prompt!) deciding 
to tighten down ngorously on loans to those th. “have 
neither immediate noebowl of long-range prospects” 
and are bound to fail in market competition. by steadily 
cutting down then carting loans. and adjusting their 
credit structures with increased force 


Heo Zhenxing (720) 218) S281) (Vice President of the 
Hebei branch of the IC BOC and of the Shijias 
huang branch of the ICBOC) The IC BOC needs to adapt 
as quickly as possible to the needs of reform. opening up 
and a market economy by steadily deepening its banking 
reforms. accelerating its own “converwon.” relying on 
cites. making large. and mid-size enterprises dominani 
and focusing on improvement of economn efficrency in 
adhering to a strategy of giving cqual emphases to 
traditional and developing business indirect and direct 
financing. business and service operations. and domestic 
and international business. in order to provide active 
service to the development of a marke! economy We 
need to emphasize the following jobs |. We need to 
better free up our thinking and change our ideas. by 
making daring breakthroughs conducting imnovative 
experiments. and taking bold actions on all matters that 
are in keeping with “the three advantages” 2 Based on 
consolidating and developing our traditional businesses. 
we need to vigorously develop new ones. such as real 
esate. credit cards. international service. 
trust investment. and middleman service. in to 
constantly capand our fields of business and enhance our 
economic infiltration and service functions 3} We need 
to organize and develop money markets as quickly as 
possible. by developing away from a single form of 


indirect financing to one that combines both direct and 
indirect financing. and capanding our financing chan- 
nels. in order to drive enterprises toward markets and 
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promote a more ratronal circulatvon of key production 
elements 4 We need to bring our bank credit advantages 
into full play by atiracting investment for large 
wale cooperation. in order to become more competitive 
5 We need to change our current single form of credit 
capital. by actively eaploring the route of investment in 
enterprise siocks and the creation of 4 banking 
enterprise community in order to gradually merge finan 
cual and indusinal capital and improve owt capital 
performance 6 We need to esiablieh and perfect credit 
capital risk forces and sitive to improve our aeeete 
Quality and operating efficiency 


De Georki (26279 0948 2416) (Head of the Industrial 
Credit Office of the Hebei branch of the IOBOC) Imptc 
menting the “Regulations in order to help enterprises 
convert thei operating forces and become more market 
orented, & giving banks 4 fee MmetiOn, as well as 
presenting few problems that need to be solved by the 
business sector As enterpriacs become more martet 
orented. some will go bankrupt which brings up the 
problem of what to do about ther carsting loans While 
the “Regulations provide that enterprises can cither 
lease out of transfer thet orginal avects leawng out may 
be possible but what about transfer” All of these matters 
involve the banking sector 


Wang \ izhang [1769 50.90 4545) (Dhepety Director of the 
Syetem Reform Office in the Hebei branch of the 
ICBOC) Implementing the “Regulations el! require 
solving the following two major problems | Govern 
ment functions need to be converted Mow of the |4 
afticles on devolving authority to lower administrative 
levels involve a converwon of government functions 
which uniew it occurs. ell make emplementation of the 
“Regulations” mere idle talk 2 Overall complete 
reforms are ewential without whech there can be baw 
cally no implementation The converwon of banking 
functions depends on achieving the following two gen 
eral aims |) The central bank's authoritative and legal 
position must be established so that it can shilfully wereld 
its regulation and control capability 2 Specialized 
banks must become more buwncwlikhe and commercial 
80 thal they can become real commercial banks to deal 
with one major business in a diversified economy Sper. 
cualized banks should act on the management principic 
of siniving to maximize profits, and establish relations 
with other enterprises of equality and independence 
Specialized bank functions are now admunivirative with 
state revenue credit inpul lacking the busnewlhke oper 
ations of specialized banks Todays bank prewdents 
spend their work time not watching monrcy markets but 
rather reading documents and holding mectings This is 
because it does not matier whether they watch moncy 
markets or not, as they are in charge of national banks 
and do not have any real individual responutility To 
revitalize out economy. we need to fire revitalize our 
banks 
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SMALL-SCALE ENTERPRISES 


ee cua, West Town Eaterprives 
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[Article by Wang Vurhao affiliated with the Develop: 
Sons Remench Center of the Site Council Promote 


success in — of ell thes 80 percent 
of the population of township enterprises 


bility for taking risks Township enterprises are market. 
onented and are equipped with the ewsential qualities of 
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thei 
employees are father « of bearing the conse 
suspension of opera 


market econom) under sacialem and have pro: 
vided living. concrete. and practical eapervence that can 
further efforts to build a system of market economy 

wor ialiem 


Township enterprises do not have a long history. and 
inevitably have problems of one kind of another From 


disinibuted around the country in a ratronal way. and 
enterprises are different in terms of the quality of buw- 
nen Management Some enterprises are ma 
father disorder!) manner and thus economn 
is fot ideal Nationwide the regional unevenness in the 
development of township enterprises 1 a rather prom. 
nent problem and has become an important factor 
conviraining the overall development of the rural 
economy Township enterprises are developed well in 
the cast, but less so in the central regions, the western 
regions are lagging behund |i may be said that the gap 
between the castern and the western regions in 
economn development is not mainly the gap in the 
of farming but in the area of township enterprises The 
— 6 ee 6 ee ee 
become a key indicator of the level of development of a 
region's rural economy) Currentl nathoneide peasants 

4) percent of thei income from nonagricultural 

fhewes but in the developed coastal regions peasants 
oe 1 of thes mmcome from township enter. 


prises 


the grow valuc of output of township enterprises nation. 
wide Therefore to achieve the objectives of the second. 
ep sirateg) © as to make people of the entire country 
able to lead the comfortablc life. « & imperative to 
vigorously develop township enterprises I 18 especially 
necemary to promote the development of township 
enterprises in the central and western regions 


- 


With regard to developing township enterprises in the 
future especially in the lew developed regrons. it 1s all 
necessary 10 pul special emphaws on giving play to the 
creative spiret of the peasant mawecs. and adopi the 
of developing township enterprises with the 
s of tens of thousands of houscholds to achieve 
township enterprise development of a greater wale and 
higher standards 


Rely on the efforts of tens of thousands of households to 
build enterprises adopt the approach of encouraging all 














four kinds of enterprises—household-run joint: 
household hat 


cconomn prosperity. and be conducive to reducing 
cxpenditures on infrastructure construction and combat. 


ting pollution 


Develop the market with the efforts of tens of thousands 
of households The market not only 1s where commod)- 


tres are . bul also plays an important role of 
guidance helping allocate society's resources on 
4 ratronal basin It 1s necessary to organize many special 
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which have now gathered 10 billion yuan Some prov: 
inces have ished township enterprise funds as 


province-level institutions Such methods can collect 
peasants surplus funds to be used in developing town. 
ship enterprises In the long run. however township 
enterprises still have to have their own financial organ: 
zations We believe that with the further development of 
township enterprises. financial organizations such as 
township en investment companies and town. 
os 8 will emerge and develop woner oF 


To develop township enterprises. it 1s Necessary to rely 
on the progress in science and , and to con 
tinwally 4 the quality of employees Al present. 
college only account for 0.42 percent of the 
work force of the township enterprises. those with tech. 
nical school diplomas only account for 4 4 percent of the 
work force Such a situation cannot meet the needs of the 
rapid development of township enterprises Therefore 
township enterprises must open many colleges and var- 
ious technical schools of their own and at the same time 
give emphasis to employee training to continually 
improve the quality of employees 
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Workers Discontent V ith Labor Reform 


9IC F0076A Hong Kone KAIF ANG JOPEN 
MAGAZINE) in Chinese No 8 18 Awe 92 pp 28-99 


Arucle by Mer 2) “Working Class Discontent With 
ficult Situation in Labor Reform on the 
Mainland | 
[Text] With the acceleration of the movement of state 
enterprises toward the market the mainland will vee a 
huge number of jobless peopic thes year If thove people 
are not quickly absorbed by the briskly developing 
economy. there could be turmoil which could even 
devour reform achievements 


The biggest enemy of Deng Xiaoping’s ambitious cco- 
nomic reform program may not be the powerful influ. 
ential conservatives in the party who hold on obstinatcly 
to Maraist-Leninest orthodory. but the tens of millions 
of workers of state who may love their nce 
bow! in the tide of reform If authorities cannot 
formulate ive accommodating Measures. resistance 
from the latter could derail the effon 


ey nD ae ee ae 


There were 145 million people in the mainiand’s urban 
work force at the end of 1991 Of those, 106 million—or 
73.5 percent—were employees of state enterprises. 
which accounts for nearly 10 percent of the total popu- 
lation of the mainland. The attitude of such a large 
number of people toward reform will to a great extent 








determine the direction and fate of reform Unfortu: 
nately, they bear the bru. of the impact of reform 


180.000 employees are idle and supported by the 
labor of the other 40.000 employees 
Sichuan's structural reform commission once told for 


mainland economists believe that this figure is stil! too 
conservative. and can only be considered the minimum 
To really make state enterprises competitive in the 
market. it 8 Mecessary to eliminate about 70 percent of 
the jobs in those enterprises. that 16. 70 million jobs 


The Three lroms Are | abearable to Society 


Nevertheless. to eliminate so many jobs in state enter. 
prises would obviously be unbearable to society 


Encouraged by Xraoping's inspections of the south 
and Capital Steel, the CPC wanted to push state enter- 
prises into the market totally. so as to make them operate 


campaign to smash the three irons (iron nice bow! sron 
wages. and iron armchair) for state enterprise employers 


However up to now. only one million state enterprise 
employees have lost their jobs due to the campaign to 
smash the three irons This figure 1s sumply insignificant 
compared with the 70 million jobs that should be clim- 
mated Such an event would be conwdered usual in 
countnes with a free economy but has caused unimag- 
inably strong social tremors in the Chinese mainland’s 
society which has got used to a lifelong-employment 
system in the last few decades 


On the mainland. of plants that lose public 
ownership status will losses NOt only in terms of 
wage income and welfare benefits. but also in terms of 
their sense of security and social status Therefore. 
employees of mainiand’s state enterprises feel very 
strongly against the campaign to smash the “three 
irons,” and believe that the working class is “hurt before 
oy benefits” in the reform. An official report of 
the “government also admits that nationwide at least 
two-thirds of the employees are discontent with labor 
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reform Although the ( hinese media reports only good 
hews bul not the bad news ever since the 4 June incident 
there have been some occasional reports of incidents in 
which workers retaliated against plant managers and 
noted because of the labor reform of bankruptcies 


Workers Resist Reform With Violence and 
Trowble Making 


Recently there was a shocking incidence of bloody 
revenge carried out by a laid-off worker in Ningy) ( ity 
Guithow On |) June, Dong Jiafes, a worker in that city 
carried oul revenge with acts of violence. because of 
grievances over being fired 4) hes company He i@nited 
an caplosive device resulting in seven people dead and 
thirteen wounded Among the dead were Dong Jiate) 
himself and four managers of the company 


What is the most frightening to the suthorities 9 the 
possibility of labor unrest staged by woken worried 
about thei future When interviewed by SHANGHAT 
FAZHI BAO on 15 June. the director of Shanghai's 
Public Security Bureau Zhu Daren revealed that in the 
city discontent with enterprise reform has led to many 
incidents of sirtke sit-ins applying for demonstration 
permits, besseging plant managers and cven forcing the 
shut down of production In Liaoning Province there 
were also many reports of modents of worker making 
trouble of assaulting plant managers duc to discontent 
with the reform in June 


This year, angry workers of a watch factory in Tian 
stormed into the factory. and vandalized the factory 
catensively. 60 a8 to capress their grievances against the 
reform 


Strike in C hongging Alarms the ( apital 


The most serious known incident was the vinke in Junc 
in a knitwear factory in Chongqing Becauw of huge 
losses incurred by the factory the authorities approved 
its bankruptcy Hundreds of terrified worker beweged 
the factory. and occupied workshops during a protest 
sirtke They also detained the director of the Teatile 
Industry Bureau sent by the municipality to negotiate 
and reconcile the differences In the end. the secretary of 
the municipal CPC commuitice went in person to the 
factory. and pledged to the workers that no employer 
would become joblew because of the clowre of the 
factory thereby ending the disturbance 


At that time. this event not only shocked the entire city 
but also alarmed the CPC top leadership in Bening 


Naturally. the CPC is silent on the matter of how many 
cases of labor unrest and crime duc to reform measures 
infringement on workers interest there have really been 
this year on the mainland But there 1s reason to beheve 
that the figure is not very small. and that the situation 
rather grave This has been indicated by the fact that the 
CPC wavered for a time im its determination on labor 
reform 





n 
Tec Wavered in Determination To Smash the 


SS irons 
the time being. so as to avoid provoking workers and 


causing fear among people 
to another report, even Zhu Rongyi. who is the 
mort about smashing the three irons. also feels 


this issue 6 100 sensitive and difficull, and siopped 
touching upon the subject for a time 


tp pe at te ar 
the first six months of this year, 66 enterprises. | 5 of 
are state enterprises. have filed for bankruptcy 
According to a recent report. afier leasing a Sichuan siate 
enterprise with 1.360 employees. a Hong Kong busi. 
only 85 percent of the employees 

This means that 300 employees of 
lose their jobs 11 1s reported that among 
be lard off would also be some state cadre These 
be forced to seck other employment and 


strongly against such a change 


of Labor Ruan Chongwu said in carly 
the CPC will not give up on labor reform. 
nue the effort to smash the three irons It 1s 
coal sector alone plans to climinatc 
of its yobs this year. that is, one million jobs 


ue 
: 
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A Hage Force of Jobless People To Emerge This \ car 
" 


expected to see a huge force of jobless 
industrial workers. If this force of jobless workers cannot 


results of reform. However, how do we handle such a 
serious problem of unemployment’ The CPC authorities 
and the advisers have no real expernence at all except for 
some ideas that they themselves feel to be based largely 
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According to mainland economists, in labor reform. the 
CPC is walking a tight rope between accelerating eco 
nomen de tand keeping social stability Nobody 
can be sure her that will be A 4 through this 
juncture They are now watching y the develop: 
ment of the situation 
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Increasing Burdens of Peasants t vamined 


940 FO0084 Benne ZHONGOLO TONGA VINA 
BAO in Chinese 10 Sep 92 pl 


[Article by Tang Ping) 


[Text] Towards the end of the | 980's. the rural economy 
entered a stage of rapid development. and the increase in 
the amount of required appropriations and appropria- 
tion categories also increased the burdens of many rural 
residents Peasants began demanding that these burdens 
be reduced To maintain and arouse peasant enthus- 
sasm for production and reduce peasant burdens the 
State Council issued document No |2(1990) “Notice on 
Practical Measures To Reduce Peasant Burdens The 
notice clearly defined required appropriation categories 
and the items covered by these categories However. a 
random survey of almost 70.000 peasant households 
conducted by a national agricultural fact finding team 
this past year revealed that this issue of unduc peasant 
burden has not been effectively resolved In some cases 
the problem has actually worsened 


|. The total amount of costs peasants are bearing is 
increasing al a rapid rate. and account for an imcreasing 
percentage of annual act income Since 1988. the net per 
capita income of peasants has increased only marginally. 
and the rate of increase has also been slow But the total 
amount of peasant tax burden and retained carnings has 
increased considerably The rate of increase has also 
been quite rapid During the years 1988-1991. per capita 
fet imcome among the nation’s peasants increased by 
19.4 percent. or an annual average mcrease of 61 
percent During the same period. the total amount of per 
capita tax burden and retained carnings went up from 
25.9 yuan to 42.7 yuan. an increase of 64 8 percent, or an 
annual average increase of 18 | percent per annum The 
rate of increase for peasant tax burdens and retained 
earnings was |) percentage points more than the rate of 
increase for net per capita income As gich year passes. 
the amount of peasant tax burdens ang@@-tained carnings 
accounts for an increasing percen of annual net 
income In | 98K the percentage my 4.8 percent. in 
1989 «t was 5.4 percent. and in 1990 1 was 5 6 percent 
By 1991. it was 6 percent A number of provinces in 
which peasants are now ng more costs has also 






increased from 10 in 198K to 1419 199) If taxes paid to 
the authorities are excluded. there were still nine prov- 
imoes in 1991 where peasants had to bear the burden of 
more costs. two provinces more than in 1988 
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2 In major agricultural provinces, peasants bear more 
costs, and in grain-producing provinces, the problem is 
even more pronounced In 1991, there were | 4 provinces 
where the total amount of per capita peasant taa burdens 
and retained earnings surpassed the legally stipulated 
siandard of 5 percent In several major agricultural 
provinces, peasants were forced to bear relatively h 

Costs, iN addition, costs in these provinces accounted 

over & percent of annual net income In terms of net per 
capita income peasants, on a nationwide scale, 
Hei jang ranked | ith in 1991. Yet, the amount of 


burdens and retained carnings accounts for during this 
period hereafter is the same) Nationally. Jilin ranked 
10th when it came to nel per capita income among 
ts Per capita tax burdens and retained earnings in 

iin, however, totaled 98.3 yuan. Jilin’s 13.1 percent 
ratio of incurred costs was second only to Heilongjiang 
In addition. the ratio of incurred costs in Xinjiang and 
Hube: was |! percent and 10.3 percent ively, 
ng these two provinces third and behind 
iang and Jilin. This nationwide ranking is 

out by Shandong. Anhui. Liaoning and Henan. 

in these four agricultural provinces, incurred costs 
accounted for & percent to 10 percent of annual net 
imcome A survey conducted in Liaoning Province 
revealed that peasants living in the commodity grain 
base counties comprising the “great northern granary” of 
Treling district paid 94 yuan more in retained earnings 
than peasants living in noncommodity grain base coun- 
ties, yet, Net per capita income in the Tieling district was 
456 yuan lower than in other noncommodity grain base 
counties However. for peasants in Liaoning. the imbal- 
ance and disparity of profits between these two indus- 
tnal sectors has dampened their enthusiasm for planting 


crops 


3 Peasants are having difficulty coping with the vanous 
kinds of required appropnation categones. A survey 
conducted in Jiangxi showed that peasants incur the 
costs of 104 items in six required appropnation catego- 
nesannually They include the following 23 coordinated 
charges, 17 service fees, 29 administrative fees, 15 pen- 
alty and confiscation fees, eight fund raising fees, and | | 
labor and other fees. A similar survey conducted for 
Shanxi in 1991 by an agricultural fact finding team 
revealed that in the counties investigated peasants are 
subjected to 228 different social fees and charges. which 
involved 76 government departments. A total of 114 
items. or 39 6 percent were unreasonable or illegal 


4. In certam areas of China, inappropriate fees. the 
imposition of unnecessary fines and unreasonable appro- 
priation categories are still a problem In these areas. 
peasants are incurring higher costs. In rural villages. 
there 1s no doubt that fund raising and the collecting of 
retained carnings have had a positive impact on the 
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collective economy and the implementation of publi 
welfare services However. inappropriate fees. unneces: 
sary fines, and unreasonable appropriations continue to 
be 4 serious problem in certain areas. The fees and 
retained earnings collected from peasants in some areas 
have been squandered away on projects of dubious 
value. Public fund raising in our society has become 
increasingly fashionable The effect of this social trend 
has been a desire for instant success and reward This 
mentality is especially common among the leaders of 
certain rural districts Because they have a strong desire 
to accomplish something tangible during their tenure in 
office, these leaders repeated!) collect funds from peas: 
ants for a variety of purposes Unfortunately. this prac- 
tice has placed an undue burden on peasants in these 
areas Hunan statistics clearly illustrate that in Shaluo 
Village, Taoyuan County. \iyu Township in 1991. peas 
ants were required to pay a total of 10.454 yuan in fees 
or 14.9 yuan per person for a variety of public construc: 
iON projects such as a hospital housing. schools. roads. 
a public garden and a publi square Peasants com 
plained “they pay little in taxes. but a high amount of 
retained carnings and required appropriations create a 
bottomless abyss The imposition of unnecessary fines 
is another serious problem in rural villages In the past 
year, the number of ordinances regarding the imposition 
of penalties and fines has increased In many rural 
districts, the practice of levying fines and penalties has 
gradually supplanted local laws and management In 
addition. fines and penaltics have been used as an 
educational tool in some areas In other words. the 
imposing of “fines and penalties” has become a mayor 
administrative practice in rural districts Certain town. 
ships have even begun using this tactic as a means of 
balancing their administrative budgcts A survey con- 
ducted by the Shandong provincial government revealed 
that peasants in Shandong paid 19 29 yuan in per capita 
fines and penalties during 199! This amount surpassed 
the amount collected for retained per capita public 
reserve funds and accounted for 2 84 percent of net per 
capita income 


S$ Paying fees for services has not necessarily brought 
any benefits In certain rural districts. retained carnings 
are collected from peasants for services which are never 
rendered In other arcas. peasants have vchemently 
protested against the unreasonable and unnecessary col- 
lection of retained carnings Cadre in Yongyan Village. 
Xinjian County. Jiangxi report the following To ensure 
that a veterinarian 1s present to deliver newly born pigs. 
the peasants in their village pay over 2.000 yuan annu- 
ally in veterinarian fees However. this service 1s practe- 
cally useless since the veterinarian that 1s on call rarely 
shows up on such occasions In addition, the veter- 
narian the peasants have employed charges cxtra for 
imjections and medicine to treat sick pigs. which is 
unreasonable Residents of Xinnan County Manhu Vil- 
lage report that they pay an annual movie fee to the local 
authorities, however. they consider themselves lucky if 
they get to see one Movie a year Peasants are paying for 
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services which they never receive In their = this 
ae Cae Ge © Gey cena as nancial 


rdens 
Su results indicate that, in recent years, peasants in 
rural China have incurred consistently high costs, mainly 
for the following reasons 


| Im certain rural districts, local authorities overesti- 
mated peasant income, which increased the economic 
and financial burdens of peasants An analysis of peasant 
income reveals that the majority of the nation's peasants 
are NOt prospering In 1991. the net per capita income of 
China's peasants was 708.6 yuan Based on production. 
consumption, and related calculations, deducting money 
spent that year on daily expenses. and accumulated 
funds spent on improving living standards and expanded 
reproduction, the remaining amount per capita was only 
50 yuan, and per household was less than 250 yuan 
Furthermore, maternal goods — a considerable 
portion of this income figure _ the remaining 
amount available for cash payments was even less than 
the figure for real per capita income 


2. Costs have been inequitably distributed, and peasant 
burdens are For peasant households with a per 
capita income of less than 200 yuan in 1991, taxes and 
retained carnings comprised 21.2 percent of their per 
capita income For households with a per capita income 
of 200-500 yuan, it was 8.7 percent. For households with 
a per capita income of 500-1000 yuan. it was 6 3} percent 
For households where the per capita income exceeded 
1,000 yuan, it was only 4.2 percent. A difference of 17 
percentage points separated the highest and lowest 
income groups. As income increased. costs and eco- 
nomic burden decreased 


3. An effective macroeconomic regulation and contro! 
system is lacking Hence. in certain districts, economic 
burdens are inequitably distributed In the past few 
years. several notices have been circulated by the party 
Central Committee, the State Council and local govern- 
ments in various areas, which instruct local authorities 
to adopt measures to reduce the economic burden of the 
nation’s peasants Unfortunately. certain districts and 
government departments refuse to take radical steps to 
solve this problem Intent on maintaining their interests. 
they continue to implement a vanety of ineffective and 

measures. In reality. the economic burden of 
peasants in rural districts has not been reduced For 
instance. the amount of retained carnings collected are 
often carmarked for dubious projects. The decision as to 
how these funds are used 1s usually a subjective one that 
depends on the whim of the local authonties Hence 
nonproductive related capenditures. such as food 
charges and stipends for basic level cadres. are often 
included in the required appropnations which peasants 
are asked to pay A fact finding team from Jilin Province 
investigated 72 different instances in which peasants 
were subjected to undue economic burden Covering |2 
different counties, this survey showed that official doc- 
umentation for 1991 stipulated quite clearly that the 
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Peasants in these counties were ted 10 a total of 26 
official agricultural surcharges fees However. this 
investigation also revealed that these same peasants were 
required to pay 2) fees and surcharges not listed in the 
provincial government's official paperwork Further. 
more, 19 additional compulsory fees and surcharges 
were also discovered 


The issue of reducing excessive peasant burdens is no 

sirictly an economic problem tt has become a 
political issue If it is not adequately solved. the eapan- 
won of agricultural productivity could be adversely 
affected. and could even lead to social and political 
instability Hence. in our view. the authorities involved 
in this issue should take the initiative and adopt feasible 
measures to comprehensively reduce peasant burdens 
and maintain and arouse peasant enthusiasm for produc. 
tion 


Agricultural Official Zhow Qingquan Interviewed 
GIC FO0I0B8 Bevine NONGO MIS RIBAO in Chinese 
2 Sep 92 pp i. 3 


{interview with Zhou Qingquan (0719 3237 4124) by 
unidentified reporter. place and date not given Zhou 
Qi . Responsible Person of the Office of State 

ing Group for Comprehensive Agricultural Devel. 
opment, Answers Reporter's Questions on Comprehen- 
sive Development of Agriculture | 


_ [Reporter] Why does China want to engage in 
scale comprehensive agricultural development’ 
What 1s the background for this move’ 


[Zhou] Large-scale comprehensive agricultural develop- 
ment is a strategic measure adopted by ( hina in the field 
of agriculture With the progress of our national eco- 
nomic construction and the improvement of the people's 
living standards. more and more farmland has been used 
for the country’s capital construction and for building 
farmers’ houses. To control such nonagricultural use of 
farmiand and to make up for the losses sw incurred. the 
State Council decided in 1987 to levy a tax on the use of 
farmiand for nonagricultural purposes At the same time 
a land development and construction fund was estab. 
lished in accordance with the principle that “moncy 
obtained from land is to be used on land “ In 1988. the 
fund was changed into an agricultural development 
fund. with money coming from sia different sources. 
including the above-mentioned tax Meanwhile a State 
Leading Group for Comprehensive Agricultural Devel. 
opment was formed The leading group set up an office 
to take charge of the comprehensive development and 

t of agricultural resources in a planned way 
© as to alleviate and solve the growing imbalance 
between the supply and demand of agricultural products 
in China 


[Reporter] How does comprehensive agricultural devel- 
opment differ from conventional agricultural develop. 
ment” 
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(Zhou) Comprehensive agricultur@ development is an 
important way to develop oy production in 
depth and in breadth The di between this pro: 
gram and conventional agriculture lies in “comprehen. 
siveness That is, it is aimed at comprehensive explo. 
tation of all tural resources w as to achieve an 
all-round dev t of farming, forestry, animal hus 
bandry. sideline production, and fisherves. To this end. 
comprehensive measures are applied. including eng. 
neering. biological, and technical measures The input to 
this program is also sive This includes the 
comprehensive and inated inpul of funds. mate. 
rials. labor, and resources of science and technology The 
program requires comprehensive management. that is. 
comprehensive tof mountains, rivers. fields. 
forests. and roads Finally. the purpose of this program is 
to gain comprehensive results—not only economic eff. 
crency bul also social benefits and ecological advantages 


|Reporter] What is the guiding thought for comprehen. 
sive agricultural development 


[Zhou] Comprehensive agricultural development is an 
act of our government to caploit agricultural resources 
with a specific goal and in a planned and systematic way 
It follows a clear-cut guiding thought Its goal 1s not only 
to increase the total output of agricultural products. but 
also to boost our agniculture’s capacity for sustained 
development The principal work is to transform 
medium. and low-yreld fields. reclaam wasteland that 
can be used for farming. and exploit other agricultural 
resources as appropriate As to the agricultural products 
to be developed, the projects so far drawn up by the state 
cover mainly grain. cotton, cooking o1!, meat. and sugar 
In setting up comprehensive development zones it 14 
necessary to have them rather closely located so that they 
may link up to form large development areas Also. we 
should ensure that where there is a development sone 
there are successful results. With regard to the funds 
required for this development program. the state wil! 

ve necessary support. but the principal investors (for 

nancial and labor input) are the masses of farmers 


[Reporter] What are the principles and policies for 
comprehensive agricultural development” 


[Zhou] To succeed in comprehensive agricultural devel- 
opment, we must keep to the following principles |) The 
fittest-project principle That 1s. we give prority 
to the development of those piaces and projects thai 
meet the conditions below There are nch water and land 
resou res. and enormous development potential Lew 
investment is required Quick and good results can be 
expected The project will give a high percentage of 
marketable products out of the total production Local 
leadership pays attention to comprehensive agricultural 
development. and the masses are enthusiastic about it 2) 
The principle of acting according to local conditions and 
proceeding from reality We should do whatever + 
appropriate in exploiting resources 3) The principle of 
doing casy work first and difficult jobs later 4) The 
principle of attaching primary importance to efficiency 
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5) The principle that the people undertake the projects 
while the state gives assistance 6) The principle that the 
state provides gratuitous subsidies and loans on a $0.50 
basis from the agricultural development fund 7) The 
principle of open competition &) The principle of appro- 
priately large-scale exploitation of new resources To 
make a success of comprehensive agricultural develop 
ment. the state has formulated a series of preferential 
policies Whoever undertakes the project and makes 
investment will enyoy the benefits from the The 
right to use the facilities of the project will remain 
une for a certain period and may be inherited 
The additional grain produced asa resull of the improve- 
ment of medium. and low-yreld fields and the reclama- 
tron of wasteland will not be included in the state grain 
procurement contracts for five years No ultural tas 
will be imposed on newly reclaimed land for five years 
Certain rewards and allowances will be given to scren- 
tists and technicians going to the countryside to do 
comprehensive agricultural development work Under 
specific corcumstances. a low interest rate will be apphed 
to special loans for comprehensive agricultural develop- 
ment Priority will be given to supplying maternals and 
capital goods for comprehensive agricultural develop 
ment Investment in comprehensive agricultural devel- 
opment will not be included in the state plan for fixed 
asset investment 


[Reporter] What are the sources of funds for comprehen- 
sive agricultural development’ What is the scale of 
invesiment at present’ What i the scope of develop- 
ment” 


[Zhou] In 1988. the State Counct! decided to set up the 
agricultural development fund with the tax revenue on 
nonagricultural use of farmland as the main financial 
source The fund is intended for comprehensve cxplor- 
tation of agricultural resources in line with the principle 
that “money obtained from land 1s to be used on land” 
Moncy put into this program now includes appropria- 
trons from the above-mentioned agricultural develop- 
ment fund at the central level supplementary funds from 
local financial sources. funds rained by collectives and 
masses. funds raned by state-run farms. and special 
loans for comprehensive agricultural development As 
for the scale of investment in this program. the annual 
amount of investment has e ceeded § bilhon yuan since 
1989 The investment in 199! reached 6 5 bilhon yuan 
(excluding labor investment) In 1988. the scope of 
comprehensive agricultural development covered 11 
areas in || provinces and autonomous regions on the 
Northeast Plain and Huang-Hua:-Ha: Plain Now, the 
scope has capanded to include $4 arcas in the country’s 
29 provinces. autonomous regions. and municipalities 
and the |! cities that have independent economic deci- 
won-making power Ciose to 1.000 counties and cities 
and more than 300 state-run crop-growing and livestock 
farms are involved im thes program Over the past few 
years. investment in comprehensive agricultural devel- 
opment has continued ©. mcrease. its scope has grown 
larger and larger. and the results have become better and 
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better Through our step-by-step efforts, we have found a 
new path for our country's agricultural development 


{Reporter} What achievements have been made in com. 
prehensive agricultural development over the past four 
years 


{Zhou} It has been only four years since 1988 when the 
state started this large-scale sive ultural 
development program, but results have been 
achieved) As of December 1991, 82 million mu of 
medium. and low-yield fields had been transformed. and 
11 47 milhon mu of wasteland suitable for farming had 
been reclaamed Meanwhile. many farmland irrigation 
facilities had been built. a lot of farm machines and 
food-processing equipment purchased. and a large 
number of farmer-technicians trained Through four 
years of development efforts, the total grain production 
capacity in the comprehensive development zones has 
increased by 13.27 billion kg and the oilseed production 
capacity by 457.38 million kg The program has 
improved the agricultural production conditions of the 
comprehensive development zones. raised to a remark. 
able extent their ability to resist the effects of disasters. 
and boosted their capacity for sustained agricultural 
development They have taken on a new look as a result 


of ew t of mountains, nvers, 
fields. s. and — Garden-like villages have 
appeared in many localities with neatly divided square 
fields. rows of trees. networks of canals. convenient 
roads. plus such facilities as bridges. culverts. and 
sluices. These villages are playing an exemplary role in 
agricultural development What 1s more. the ecological 
environment in the comprehensive development zones 
has been ly improved. Since the output of agricul- 
tural s and hence the income of farmers have 
increased as a result of comprehensive agricultural devel- 
opment. many farmers in the comprehensive develop- 
_ zones have begun to lead a relatively comiortable 
i 


[Reporter] What are the prospects of comprehensive 
agricultural development” What will be its effect on 
China's agricultural development” 


[Zhou] Comprehensive agncultural development has 
great potential in terms of the depth and the breadth of 
development Insofar as in-depth development is con- 
cerned, China now has about | $ billion mu of medium- 
and low-yield land. If the yield per mu 1s increased by an 
average of 200 jin after the land has been improved. an 
additional 200 billion jin will be produced [figures as 
published] As for long range development. China has 
$00 milhon mu of wasteland that may be turned into 
farmiand Plus. there are large tracts of shoals. water- 
covered areas. potential forestland, steppes. and grass- 
covered mountains and slopes. There are very good 
prospects for the exploration of these resources Com- 
prehensive agncultural development is of vital signifi- 
cance to the fulfillment of China's production goal for 
the year 2000. It is estimated that, from 1988 to 2000. 


the comprehensive agricultural development program 
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will boost our grain production capacity by 80-100 
billion jin’ The program will promote the development 
of the rural economy as a whole and provide a favorable 
condition for China to achieve its objectives of moderate 
aMuence and modernized agriculture 


[Reporter] What will be the neat step for comprehensive 
development of agriculture in depth and in breadth’ 


[Zhou] In the neat step. our efforts for comprehensive 
agricultural development will follow the track of higher 
outpul, better quality, and greater efficiency This is a 
must in modernizing China's agriculture As a matter of 
fact. our comprehensive agricultural development pro- 
gram has proceeded along this guideline since its very 


beginning 


As for the work from now on. first. we should continue 
our persistent efforts to transform medium. and low. 
yield fields. reclaam the wasteland that 1s suitable for 
farming, and eaplon all agricultural resources Second 
we should go al! out to develop and popularize good crop 
strains and new technology Third. we should raise as 
much as possible the multiple cropping indes in compre: 
hensive agricultural development zones Fourth we 
should try to achieve an all-round development of 
farming. forestry. animal husbandry. sideline produc. 
tion, and fisheries with emphasis on grain. cotton 
cooking oi, meat. and sugar production Fifth, we 
should embark step by step on the road of combining 
crop growing and animal husbandry with processing 
work, trade and industry with agriculture, agro-science 
development with education. and domestic commerce 
with foreign trade Sixth. we should continue to give 
priority to developing those projects that require less 
investment but give quicker and better results 


To sum up, the comprehensive agricultural development 
program should be carned out in greater depth and 
breadth It should play a leading role in achieving higher 
output, better quality. and greater efficiency 


Over-production of grain is merely a problem con. 
cerning the agricultural structure Also. it 1s 4 problem 
that appears only im certain regions and in specific 
penods culture 1s founded on crop growing, which 
in turn. 1s founded on grain production If the state does 
not pay attention to grain production. improvement of 
our agricultural production conditions. and transforma. 
tion of medium. and low-yield fields when drawing up 
comprehensive agricultural devclopment projects. our 
agriculture will have no firm foundation. not to mention 
higher output, better quality. and greater efficiency So 
we are using the agricultural development fund to sup- 
port farmers in transforming their medium. and low. 
yield fields and increasing grain. cotton, and cooking oi! 
production We have also formulated some preferential 


policies in this regard 


[Reporter] In oarticular, what tasks should we grasp in 
developing comprehensive agriculture in the future’ 
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{Zhou} First, more efforts should be devoted to publi- 
cizing and reporting comprehensive agricultural devel- 
opment, which is an undertaking in the interests of the 
country and the people and benefiting our future gener- 
ations. We should call on the entire society to pay 
attention and give support to this undertaking Second, 
we should let the comprehensive agricultural develop- 
ment program play a leading role in — higher 
Outpul. better quality, and greater efficiency ind, we 
should raise more funds and open more financial sources 
to further this program. Fourth, we should insist on a 
high starting point, high standard, high quality, and high 
efficiency so as to further raise the level of comprehen- 
sive agricultural development Now, some comprehen- 
sive agricultural development zones are determined to 
make every effort to meet “eight targets”, namely, gar- 
den-like farmland, mechanized farming. zoning of crop 
cultivation, use of fine seed strains, modernized produc- 
tion techniques, systematically categorized services. 
large-scale operations, and scientific management. Fifth. 
we should continue to improve management of the 
comprehensive agricultural development program. It 1s 
necessary to have a clear understanding of our explont- 
able resources and formulate plans for medium- and 
long-range development Good preparatory work, 
including investigations and studies, should be done 
before a proyect 1s drawn up. Step-by-step efforts should 
be made to standardize. clearly define, and institution- 
alize all tasks associated with comprehensive agricultural 
development After a project has been completed, it 
should be well managed. Sixth. it 1s necessary to establish 
and improve the management organizations and work- 
force so as to better lead the work of comprehensive 
agricultural development 


on of Rural Cooperation Foundations 


VIC EOORSA Beyxine ZHONGGUO NONGCUN JINGII 
/CHINA'S RURAL ECONOMY] in Chinese No 9 
20 Sep 92 pp 14-17 


[Article by Chen Jiyuan (7115 0679 0337) and Hu Bin 
($170 2430) of the Rural Development Research Insti- 
tute of the Chinese Academy of Social Sciences: “On 
Profound Significance of Development of Rural Coop- 
eration Foundations’ } 


[Text] Through seven or eight years of development, 
rural cooperation foundations, an organization born in 
the course of China's rural economic reform, have taken 
initial shape and have become a component of the rural 
financial system of the country that cannot be ignored 
Statistics compiled by departments concerned reveal 
that, as of the end of 1991, more than 20,000 townships 
and 120,000 villages in China established rural cooper- 
ation foundations, and funds surpassed |0 billion yuan 
It 1s by no means accidental that such splendid results 
have been achieved in a short span of a few years. The 
rural cooperation foundation may be regarded as an 
inevitable product of China's market-oriented rural 
reform during the 1980's. It 1s another great creation by 
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the Chinese farmers to meet the needs of development of 
the rural commodity economy 


|. Basic Background for the Establishment and 
Development of Rural ( cooperation Foundations 
A Initial motive 


With the popularization in the countryside of the house- 
hold contract responsibility system linking remuneration 
to Output since the beginning of the rural reform, the 
people's commune system, characterized by “three-level 
ownership with the ownership of the production team as 
the basic form.” was dismantled, but the accumulated 
collective funds left over from the “communization” 
years did not vanish This large sum of money created a 
series OF New problems First. in the disposition of 
collective property, instances of carving up, encroach- 
ment, stealing, destruction, and even looting to varying 
degrees of seriousness occurred in a number of localities 
It is estimated that the property previously distributed to 
farmer households across the country generally devalu- 
ated by 40 percent (mainly due to the low pricing method 
applied), and in most cases the devaluation was 
abnormal. A sizable part of the compensation money for 
the property distributed to farmer households and many 
other overdue accounts owed by individual commune 
members and outside units could not be collected 
Second. collective funds were embezzled, misused, and 
squandered by some rural grassroots cadres and com- 
mune members. According to incomplete statistics cov- 
ering 26 provinces. autonomous regions, and municipal- 
ities on the wake of the 1987 audit, nearly 300,000 
principal village and commune cadres were found to 
have embezzied or stolen collective property, and the 
amount of the embezzled and misused property reached 
1.17 tilhon yuan. Third, in some localities, the disor- 
derly management and improper use of collective funds 
caused a considerable dissatisfaction among farmers, 
who often refused to make payments as required by the 
contracts or pay their dues to the collective reserves as an 
expression of resentment. Fourth, management of col- 
lective financial affairs was beset with the following 
longstanding problems “After chaos was cleared up. 
things became messy again.” “Chaos recurred despite 
efforts to eliminate them.” “While old accounts were 
collected. new accounts receivable came up.” Because of 
this, lots of collective funds were lost, money was scat- 
tered and could not be put to proper use, the turnover of 
funds was slow. and so forth 


Confronted with the above new problems in the course 
of rural reform, some localities. after straightening out 
their collective financial matters, explored the manage- 
ment method of having the village oversee the collective 
funds of work groups and the township oversee the 
collective funds of villages. This method produced pretty 
good results in correcting the problems of embezzlement, 
misuse, and squander of collective funds and in liqui- 
dating outstanding debts and credits. After that, these 
localities tried out a new method of using collective 
funds so as to “turn dead money into living money.” 








M ECONOMIC 


They divided the collective funds into shares and dis- 
tributed the shares to various households. The shares 
were used to form a cooperation foundation for con- 
ducting financing activities within the village. The 
households own their shares, bul cannot withdraw them 
At the end of the year, the households receive dividends 
based on their shares. Through the establishment of 
cooperation foundations coupled with the program of 
changing debts into loans, many localities have been able 
to retrieve the money that outside units and individuals 
owed them. Now, cooperation foundations are wel- 
comed by farmers and have received attention and 
support from local governments at all levels. Jiangsu, 
Sichuan, Shandong, Guangdong, Zhejiang, Liaoning. 
and Hubei have combined the work of forming rural 
cooperation foundations—a task aimed at successful 
management and flexible use of collective funds and 
collectively raised money—with the efforts to set up 
agricultural development funds and improve the output- 
related contract responsibility system, and have taken 
this as an important measure to develop agricultural 
production. As a result, rural cooperation foundations 
have grown quickly in all parts of these provinces. 


The establishment of rural cooperation foundations has 
yielded fairly effective results in solving the “longstand- 
ing, big, and difficult” problem of disorderly manage- 
ment and improper use of rural collective funds, thus 
consolidating and strengthening the collective economy 
The villages where cooperation foundations have been 
established can now put the former accumulated collec- 
tive funds and their new reserve funds under centralized 
management. They have instituted an interest-paying 
sysiem to replace the previous practice where people 
could use the collective funds without charge While in 
the past administrative measures were used to make 
fund allocations, now funds are provided to users in the 
form of loans in the same way as practiced in the finance 
business. Specialized departments have been formed. 
personnel recruited, and regulations formulated to meet 
the new requirements. This has served pretty well the 
purpose of eliminating embezzlement, misuse, and se:- 
zure of collective property and changed by and large the 
disorderly state of collective finances in the countryside 
Based on the above, our basic conclusion is that the 
original goal, or the initial motive, of forming the rural 
cooperation foundation to achieve successful manage- 
ment and flexible use of the accumulated collective 
funds has been fulfilled in recent years. 


B Actual requirements 


The development of the rural cooperation foundation is 
an objective requirement of China's rural reform and 
rural economic development. The institution of the 
household contract responsibility system linking remu- 
neration to output has remolded the micro-economic 
foundation and the operational incentive mechanism of 
China's rural economy. Chinese farmers are no longer 
passive laborers who must be “pushed to work” as they 
were under the previous people's commune system 
Instead, they are commodity producers who have the 
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right to make their own work plans, They can fully 
display their enthusiasm and initiative in promoting 
productive operations. With the continuing of market- 
onented rural reform, large numbers of new operational 
units, such as specialized households, specialized work 
groups, and specialized villages, have emerged one after 
another, giving a powerful impetus to the continuing of 
the socialized division of labor and the commercializa- 
tion of products in the countryside. Meanwhile, because 
of the change in the state's macro fund-distribution 
patiern, the government's principal investment in rural 
areas is no longer in the form of fund allocations but is 
carried out through financing activities. On the other 
hand, different rural operational units may want to use 
the credit loans for different investment projects. Their 
roles in developing the rural commodity economy and 
their abilities to sustain risks may also be different All 
these have brought about an increasingly pressing need 
for diversified financing service in the countryside 


As main credit organizations in rural China, the Agricul- 
tural Bank and credit cooperatives have long been 
required to fulfill both the policy-enforcement functions 
and operational functions Because of the tight state 
budget and the rigid rules of the financial responsibility 
system, it 18 impractical to give them a subsidy or to 
reduce or exempt their taxcs as a way to compensate the 
losses they suffer in carrying out the policy-enforcement 
functions. Under such circumstances and with the 
gradual progress in reforming financial institutions 
toward enterprise-type operations, it 1s inevitable for 
financial institutions to become profit-onented Actu- 
ally, the Agricultural Bank and credit cooperatives are 
inclined more and more to follow the principle of 
comparing profits and averting risks in planning their 
operations. They have gradually reduced and even 
steered clear of such high-cost, low-profit, and high-risk 
business as small-amount agricultural loans issued to 
farmer households, village-community economic coop- 
eration organizations, and small community enterprises 
This has resulted in a relative “vacuum” in the stratum 
of medium and small agricultural loans in the country- 
side 


Failure to solve the above problem has, on the one hand. 
led to a serious shortage of investment in China's agri- 
culture and rural commodity production. On the other 
hand. it has provided a hotbed for the growth of unruly 
usury among rural people The rapidly developing rural 
economy will no doubt need a relatively sound rural 
financial system to facilitate the change of financial work 
from controlling the use of funds to promoting the use of 
funds A more impending realistic need 1s that a coop- 
erative financial organization should be established in 
the countryside as a way to restrict usury and fill the 
financing vacuum caused by the drawback of our rural 
financial structure. As can be seen, the rapid develop- 
ment in recent years of the cooperation foundations— 
whose initial aim is to better manage and use the 
accumulated rural collective funds—is by no means 
accidental. It meets an objective requirement of China's 
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rural coonomn development and is an inevitable out 
come of the market-oriented rural reform 


Il Prefewnd Significance of Developing Rural 
( coperation | ommdations 


With the unceasing development and growth of rural 
cooperation foundations, thew influence on (Chinas 
rural eoonorthy i becoming more and more important 


\ (eoperation foundations beip beild aad improve 
( hime’s rere! financial system 


For a long time, the Agricultural Bank and credit coop 
eratives have played an absolutely dominant role in 
China's rural financial system The other financial actiy 

ites are made up by the scattered, emall-amount credi 
loans arranged by farmer households themecives 
Because of thes. the composition of our rural financial 
system is fairly seemple Due to historical and structural 
reasons. however, today's credit cooperatives. in reality 

ho longer possess the original nature of cooperatives To 
4 certam eatent. they have become the Agricultural 
Rank s agencies at the grassroots level 


lo meet the needs of the rural coonomic restructuring 
and the development of the rural commodity coonomy 
( hina has conducted reform of rural credit cooperatives 
wnce 1984. Yet because one-third of the funds of the 
Agricultural Bank come from deposits made by credit 
cooperatives and there m a tendency of integration 
between the bank and credit coor -ratives, it « hard to 
make any substantial progress in reforming credit coop 
eratives until a full-scale restructuring of the financial 
system « carned oul across the country 


In the atveence of other financial institutions to supple 
ment the credit cooperatives, farmer houscholds would 
find «t difficult to get the numerous small-amount 
short-term loans to meet their production requirements 


In veew of the above. the establishment and development 
of cooperation foundations are, without doubt. of vital 
importance to the improvement of (China's rural finan 

cal system Cooperation foundations are cooperative 
financial organizations established by village collective 
coonome organizations and their members in accor 

dance with the principle of voluntary participation 
mutual benefit. and paying interest on the use of funds 
while keeping the orginal fund ownership and nghis of 
benefits mtact. Their mam task 6 to manage the colle: 

tive funds and provide financial service Currently. the 
vast majority of rural cooperation foundations in ( hina 
rely on tapping potential within thei localities as the 
main financial source In general. there are the following 
specitic channels |. Fined shares, including the shares 
converted from the accumulated funds of former pro 
duction teams and distributed to farmer houscholds (this 
3 the basec source of funds for cooperation foundations 
at present) as well as new shares bought by farmer 
households in the village Long-term and current 


funds. including (a) various kinds of money held in 
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custody for others, such as the village coonomn cooper 
ative s imoome from contract work and other monetary 
receipts, charges paid by farmer households on con 
tracted land, and the ‘agricultural support’ and ‘agr 
cultural construction” funds raued by village and town 
enterprises, (b) ard funds from the departments con 
cerned, ic) funds accumulated by the cooperation foun 
dations themecives, and (d) farmers invesiment in the 
cooperation foundations 


Because of the unique nature and specif financial 
sources of rural cooperation foundations. the principle 
and scope of thew financing service differ from those of 
the Agricultural Bank and credit cooperatives ( coopera 
thon foundations. wh h are joint-stock cooperative 
financial organizations formed by farmers themecives 
can act more fleaibly and independently in garnering and 
using funds In issuing loans they emphasize the guide 
line that “money from farmers sh wuld be used to benetit 
farmers and the goal 6 fot to mMPe prot bul to serve 
farmers. Specifically, the principe followed i “omall 
amount, short term. high efficrency. interest-bearing 
and timely repayment in the main. loans are catended 
to agricultural development projects with a quick 
moncy-turnover rate and high coonome returns as well 
as those farming and animal-hushandry undertakings 
that are in urgent need of capital Recipients of the loans 
mclude coonominm cooperation organizations al various 
levels and farmer houscholds (members of the founda 
tron have priority im getting the loans) 


The rapid development of cooperation foundations has 
effectively cased the shortage of funds in the countryside 
and satisfied farmer households needs for small 
ammount. short-term loans for thei productive opera 
toms Thus. cooperation foundations have served the 
purpose of supplementing the Agricultural Bank and 
credit cooperatives In particular, they have provided 
improvised houscholds with low-interest of interest-free 
loans to enable them to engage in production and to meet 
there living capense The procedure for getting such loans 
are semple Thes has greatly faciitated production and 
helped solve the subsistence problem of these people To 
sum up. with the appearance of rural cooperation foun 
dations. 4 new financial structure has begun to take 
shape in rural China—a relatively sound mult: 
organization. multiform. and multrchanneled structure 
with the Agncultural Bank as the head. credit coopera 
tives as the maimstay. rural cooperation foundations as 
prom. and people-to-people credit loans as supplemental 


COMPoncnts 


Another advantage 1 that the appearance of rural coop 
eration foundations has reduced the high interest rate on 
lending and borrowing among the people For instance 
im recent years the monthly interest rate on such lending 
and borrowing once rose to the region of 5 percent 
according to an investigation in Hevlongyang Province 
in some places of the province, the rate was as high as 10 
percent After the establishment of rural cooperation 
foundations. the interest rate dropped remarkably A 


rarnt survey covering ive counties of that province 
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shows that the rate has generally dropped by abou | 
aoe In addition, the establishment of rural 

foundations has spurred the reform of credit 
cooperatives An example is thal since share societies (an 


lished in 1984 in Muangzhou City, Huber Province, the 
credit cooperations there. faced with the new competi: 


in such investment How to increase the total investment 


in agriculture is a subject involving many issues. and we 
will not discuss it in detail here However, we believe 


tive —e collective accumulation. and 
enhance collective capacity to agriculture 
With the establishment ss tendibem, on 


for short-term purposes with a quick turnover rate. and 
from allowing free-of-charge use of the funds to 
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extended to projects of crop production. animal hus 
bandry, and agricultural infrasiructural construction 
~aay_ Sep One anerty tp Maung com lene hor 
example, in 1990 alone. rural cooperation foundations in 
Qianan County, Hebe: Province, put into urea 
total of 103.89 million yuan This included 9.07 million 
yuan for investment in agricultural capital construction. 
17 82 million yuan for loans to farmer households for 
buying crop seeds. chemical fertilizers, and other pro- 
duction materials, and 42 million yuan lent to farmer 
households for developing farming and sideline under 
takings. including crop growing. animal husbandry pro- 
cessing of farm produce. and transportation service 


ee ee ee 


To develop and expand cooperation foundations we 
have to make efforts to perfect them as in the case of 
other new things It 1s quite necessary to take advantage 
of the current situation to do thi In our opimion., 
attention should be paid to the following 


A Organization and democratic supervision ( cooperation 
foundations in all localitres should institute a member. 


von of 
administrative and internal supervisory organs as well as 
the assignment of for these organs Every 
organization and individual must fully respect the foun. 
te pe decision-making and democratic man. 
agement or individual 8 allowed to 
encroach upon the foundation's property. to requisition 


instances should be corrected as soon as powible so as to 
ensure that cooperation foundations can act fairly inde. 


pendently in developing their work In the meantime 


trons can be properly examined in addition, it is imper- 
ative to define the responsibilities of the board of super 
visors and give full play to its supervisory role 
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areas 
this confine of operations ‘For euampte 


t . 
meet the standard qualifications for Gaencial 
institutions. On the other hand, cooperation foundations 


foundations in some localities ha 


of cooperation foundations in China do 
to a oe 


$6 2430) and NONGMIN RIBAO reporter Liv 
Xiaopie (049) 1420 2638) “Zhejiang Fully Decontrols 


Grain Purchase. Sales. Prices—An Essential Step 
Toward Market-Onented Agnculture | 


through 
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City, Hube: Province was 
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— by JING! RIBAO reporter Huang Quanbin 
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Zhejiang To Fully Decontro!l Grain Prices in 1993 
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savings deposits Their operations are limited to 
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Province on 10 Sep —s grain supply. and the people's ever-growing income. the 
and economic stability and a mood of calm and content. 


18 18 one of the mayor measures adopted ment among its people The provincial party committer 


: fi 


the purchase province is in an ecacellent situation marked by political 
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[Text] According to information obtained from a rural 


work conference held by 
tember. the province 


and sales of 
January | 
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and government hold thai they should seize the current ust production and manage the economy. we should 
opportunity and make a resolute policy decision to fully » Mainly on economn and legal measures and use 
deconirol the grain purchase and sales prices so as to = cconotMN levers 


Xu Xingguan,  ) — governor in charge of 

, trolling the grain purchase 
and sales prices is by HO Means relaning atiention to 
afain production Sull less does it mean we want to shake 
off the burden of grain work and take a laisses-faire 


—, To meet the grain-decontrol requirements al! 
government should change their functions step 
by . &© that the pure administrative function will be 
' to a large degree into a service function Direc: 
management and administrative interference should be 
minimized in dealing with agricultural production To 





Comrade Xu Xi fh went on to siress To pul agri 
culture on the track of market-onented 1, the 
masses of farmers. first of all, have to adapt themselves 
to this change Such adaptation is also necessary for the 
——_ at all levels and for the depariments con. 
cerned For this reason 00 ee Ge 6 Gee Ot 


in our gurdi for agricultural development We 
should —rry 4 concept and practice of the 
planned economy foster a new market-orented idea. 


and devote ourselves to building a new socialist market 
economic system We should break with the concept and 
Practice of small-scale agriculture and grain production 
and foster a new idea that aims at effectively increas 
our food suppl) We should break with the concept 
practice of oversiressing high output and foster a new 
idea that puts emphasis on efficrency We should break 
with the traditional agricultural concept and we 
and foster a new idea that makes scrence and 

the backbone of agriculture Finally, we should 

with the concept and practice of stagnation and narrow. 
minded seclusion and foster a new idea of opening to all 
vides and aiming at all-round development 
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